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Financial Highlights

As of or for the year ended December 31,

in millions except per share amounts 2007 - 2006 2005
Net Income 8 123.9 $ 999 $ 1084
Total Operating Income 135.3 871 100.6
Earnings Per Diluted Share . 1.07 0.88 1.06
Total Operating Income Per Diluted Share 17 077 0.98
Revenues 2,572.8 2,581.5 2,614
Invested Assets’ 15,739.9 16,107.8 16,717.2
Total Assets ' 30,206.9 29,007.2 27712.3
Total Stockholders’ Equity 2,2899 2,236 2,0071
Assets Under Management? 42,5484 44,9628 374229

1. Invested assets equals total investments plus cash and cash equivalents less debt and equity securities pledged
as collateral. ’

2. Assets under management excludes our life companies’ general account assets.

We make forward-looking statements herein which, by their nature, are subject to risks and uncertainties. We intend
for these forward-looking statements to be covered by the safe harbor provisions of the federal securities laws
relating to forward-looking statements. Further, in addition to financial measures presented in accordance with
Generally Accepted Accounting Principltes ("GAAP”), we use non-GAAP financial measures herein such as
operating income. We also use internal performance measures derived from operating income, including, but not
limited to, operating income per share, pre-tax operating income, earnings before interest, taxes, depreciation and
amortization ("EBITDA"} and operating return on equity ("ROE") in evaluating our financial performance. Net
income and measures derived from net income are the most directly comparable GAAP measures. Operating
income is calculated by excluding realized investment gains (losses) and certain other items because we do not
consider them to be related to the operating performance of our segments. We believe that operating income, and

. measures that are derived from or incorporate operating income, are appropriate measures that are useful to

investors because they relate to the ongoing operations of the business. More detailed information about the
farward-looking statements we use herein, including the related risks and uncertainties, and additional financial
information about the non-GAAP measures we use herein, including information about the calculation and
reconciliation of these measures, can be found in our periodic reports and quarterly financial supplements filed with
the Securities and Exchange Commission, which are available on Phoenix's Web site, www.phoenixwm.com, in the
Investor Relations section.




2007 BUSINESS HIGHLIGHTS

* Ranked #1 in overall 2007 life
insurance sales, up from #13 in
2006,

+ Extended Life & Annuity
distribution contract with State
Farm for five additional years, from
20M to 2016.

« Entered the brokerage general
agency distribution channel, which
drove strong life sales growth.

« Initiated an alliance with National
Life Group to promaote Phoenix
variable annuities.

* Reached an agreement with
Jefferson National to develop a
low-cost, no-load variable annuity
for the fee-based adviser market.

» Formed Phoenix Life Solutions to
pursue a range of options to meet
changing customer needs,
including the emerging life
settlements market,

» Began an Alternative Products
business to develop innovative
ways to extend features of life
insurance and annuity products to
other financial products.

» Continued multi-year efforts to
improve efficiency and reduce
expenses.

* Source: LIMRA International, U.S. individual
Life Insurance Sales Survey, fourth quarter
2007 results for 78 companies. Sales based
oOnN recurring prermium.
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Dear Shareholde

This is a time of change for Phoenix. In
our core businesses and turned in anothJ
performance. Clearly, we have come a long way in our journey, and,
just as clearly, we have further to go to realize all of our potential.

-

We are now poised to go much further, having decided in late 2007 to
create a better future for our Life & Annuity and Asset Management
businesses as standalone companies, announcing our intentions early this
year. We are able to take this step because our actions of the last five years
have yielded such progress in both businesses, enabling them to pursue
their own, unique growth strategies.

We begin the new year with the primary goal of growing market share by
providing high-quality products and services, delivered cost-effectively and
with speed. It is all part of creating a new Phoenix and all geared toward
delivering value to our shareholders. ‘

Specifically, our priorities for 2008 are centered on:

e Launching independent Life & Annuity and Asset Management
businesses, with more efficient cost structures for each.

* Continuing 1o build our Life 8 Annuity business by developing
innovative products, expanding distribution reach, and meeting
increasingly high standards for operational excellence.

* Looking for opportunities to unlock value from the closed block through
transactions that provide strong financial return and a good strategic fit
with our existing businesses.

2007 Results

Qur course to a better future begins with strong momentum, having set
several records in 2007 — in net and operating income and in sales of life
insurance and mutual funds. And for the first time in four years, net
deposits in annuities were positive.

Net income in 2007 grew 24 percent year-over-year, and operating income
grew 55 percent. This strong performance demonstrates that the basic
ingredients are in place for long-term success — products that resonate
and distribution relationships that are strong and getting stronger.

LIFE & ANNUITY

Life & Annuity 2007 pre-tax operating income of $215.7 million also set

a company record, even as we made substantial investments in initiatives to
drive future growth, such as opening the brokerage general agency (BGA)
distribution channel and developing our Phoenix Life Solutions

and Alternative Products initiatives. Qur insurance fundamentals remained
solid in 2007, with mortality margin, investment margin, and persistency
all performing within expected ranges.

Tortal wholesaled life premium grew 29 percent, and annualized premium
grew 36 percent year-over-year, again reaching company records. Total
wholesaled annuity deposits, excluding discontinued products, grew 51
percent for the full year, with positive net deposits for the year.
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position as the sole external
provider of life insurance and
annuities to State Farm’s high-net-
worth and affluent customers
continues to expand. In the sixth
full year of our alliance, life sales
through State Farm grew 13
percent, and annuity deposits
grew 43 percent.

In addition, sales through the newly
opened BGA channe! represented
more than 35 percent of our
annualized life premium in 2007,

State Farm continued to generate
the majority of our annuity
deposits, complemented this year
by our new alliance with National
Life Group. In only 11 months,
National Life Group became our
second largest annuity distributor,
and we gained leading market
share within its system,

ASSET MANAGEMENT

Asset Management also performed
well in 2007, in light of the
progressively more challenging
environment during the year.

Full-year 2007 pre-tax operating
income for Asset Management of
$7.4 miilion improved meaningfully
over a loss in 2006, when we
recorded an intangible asset
impairment. EBITDA (earnings
before interest, taxes, depreciation,
and amortization) increased

5 percent to $38.9 million in 2007.

Net flows in 2007 were modestly
negadve, but improved substantially
— by more than $3.5 billion —
from 2006. This turnaround in
funds-flow performance was due in

large part to improvement in
relative investment performance, as
well as expanded distribution.

INVESTMENT PORTFOLIO
The financial services industry
moved to the center of market
concerns in 2007, driven by

the subprime mortgage crisis.
QOverall, we fared well and remain
comfortable with our investment
portfolio. It continues to be high
quality; well-diversified by sector,
industry, and issuer; and liquid.
We have an experienced credit
staff who follow a disciplined
investment process and who have

managed through trying markets
before. Credit losses in the
investment portfolio were
relatively modest in light of the
deteriorating environment in 2007.

Prospects for the

New Phoenix

Our performance in 2007 puts the
new Phoenix on solid footing for
continued meaningful growth this
year and beyond, and we have set
growth targets that express
confidence in our furure. We

aim to achieve a double-digit,
compound annual growth rate in
operating earnings per share in

LIFE SALES'
% in millions

$425

2o R

T

2005 2006 2007
& SinQhe Presrium
& Annualized Premium

MANAGED ACCOUNT/
MUTUAL FUND SALES

$ in billions

$4.8

2005 2006 2007

# Managed Accounts
© Mutual Funds

1. Life and annuity sales exclude private placements
2. Annuity deposits exclude discontinued products

ANNUITY DEPOSITS"?
% in millions

$627

$415
$313

2005 2006 2007

INSTITUTIONAL/
STRUCTURED FINANCE
PRODUCT SALES

% in billions
4,
sHo %35

$6.5
2005 2006 2007

@ |nstitutional Sales
Q Structurgd Finance Products.




2008 - 2010, resulting in a return
on equity {ROE) of 10 percent by
2010.

SEPARATION OF LIFE &
ANNUITY AND ASSET
MANAGEMENT

The new Phoenix will begin with
the separation of our Life &
Annuity and Asset Management
businesses. As we announced in
February, we intend to spin off
our Asset Management business
as an independent company.
Goodwin® Capital Advisers,
currently part of Asset
Management, will remain with
the Life & Annuity company as

manager of our general account,
in addition to building out its
third-party asset management
business. We expect to complete
this work during the third quarter
of 2008.

Owners of Phoenix common stock
as of the spin-off record date will
receive publicly traded shares of the
new asset management company.
The details of this transaction will
be announced as they are finalized
in the coming months.

Why are we taking this action?
And why are we taking it now?

TOTAL OPERATING INCOME
% in millions

$135.3

$100.6
$871

2005 2006 2007

NET INCOME
$ in millions

108.4
s $99.9

$123.9

2005 2006 2007

TOTAL OPERATING ROE

5.6%
5.0%

3.9%

2005 2006 2007

The answer is simple: now is the
right time after the series of steps
we have taken over the last five
years to refocus and restore our
Asset Management business. Today,
it has a single, 100-percent-owned
operating model; a restructured
product portfolio; substantially
improved investment performance
and flows; stabilized assets under
management; and growing cash
earnings.

All of that progress has opened
up new options. For the first time
in 2007, we could realistically
consider whether the Asset
Management and Life & Annuity
businesses would perform better
as independent entities. We
concluded that they would.

In short, the planned separation
frees up two much improved
businesses to prosper and achieve
more on their own than they could
together. And we expect the
benefits of independence will
enhance shareholder value for
several reasons:

¢ For Asset Management, it will
be a catalyzing evenr at a time
when this business is poised for
growth. It can now use its capital
and cash flow to pursue its own
strategic goals — investing in
product development, expanding
marketing and wholesaling
capabilities, and making
acquisitions — all aimed ar
generating growth.

For the new Phoenix, operating as
a pure life and annuity company
will allow management to tocus
exclusively on that business and
pursue exciting opportunities in
adjacent businesses, such as
Phoenix Life Solutions and
Alternative Products.




* For investors, separation will
give greater clarity around the
value of our Life & Annuity
business and have a positive
financial impact on ROE, a key
metric in determining stock price
for life companies. It also will
allow the marketplace to
properly value the Asset
Management business on its
own merits, including its solid
EBITDA.

GROWTH DRIVERS
Throughout these changes, we
remain focused on the fundamental
elements that will drive our
growth in 2008 and beyond.

Product excellence and
innovation have always been
bedrocks of our straregy, and
strong new product flow is at the
heart of growth.We are focused on
maintaining and enhancing our
core of quality products while also
developing differentiated offerings,
mostly through our new
Alternative Products and Phoenix
Life Solutions capabilities.

Quality of business ties in closely
with our product goals, because
sustainable growth comes only
from adding quality business to
our books. Much of our
established risk management
discipline is geared toward
maintaining this quality, ensuring
integrity in everything from
product design and pricing to
underwriting, sales, and service.

Partnering has been a core part of
our strategy for several years for
both distribution and manufac-
turing. It is the most effective

and efficient way to expand our
capabilities — giving us new
access to our target customers and
additional product breadth.

As a pure manufacturer, our
growth depends on broad and
expanding distribution relation-
ships with organizations that
have access to the customers who
can benefit from our products.
We will continue to focus on
diversifying our distribution mix
by cultivating existing relation-
ships, such as State Farm, BGAs,
National Life Group, and
Jefferson National, and seeking
alternative distribution outlets and
channels, which could include
associations, work site companies,
and banks.

Operational excellence means
creating competitive advantage
by being a high-quality provider
of products and services to
customers and distribution
partners, delivered cost-effectively
and with speed. To put it simply,
service sells ~~ and operational
excellence is the way we will grow
market share. It is also the way
we will translate market share
growth into earnings growth and
value for our shareholders —
through a sharp focus on Lean
process improvements and
expense management, as well as
smart investments in growth.

In addition to these growth
drivers, we will continue to look
for opportunities to unlock value
from the closed block, which
remains our biggest asset. We have
a variety of mechanisms available
to us and are committed to
pursuing transactions that offer
attractive returns, provide a good
strategic fit with our existing
businesses, and enhance long-term
shareholder value.

We see a very bright future ahead
for Phoenix, with continued solid
income and sales growth, driven

by increasing our market share in
our current businesses and by
entering new businesses with high
growth potential.

As always, I want to thank our
employees for applying their many
talents and steadfast commitment
to the mission of growing this
company. I also want to thank our
Board of Directors for their
guidance during this time of
exciting change.

JM,JW

Dona D. Young
Chairman, President and
Chief Executive Officer
February 29, 2008
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Unless otherwise stated, at all times on and afier June 25, 2001, the effective date of Phoenix Home Life Mutual Insurance
Company’s demutualization, “Phoenix,” “we,” “our” or “us" means The Phoenix Companies, Inc. (the "Company” or
“PNX"} and its direct and indirect subsidiaries. At all times prior to June 25, 2001, “we,” “our"” or “us” means Phoenix
Home Life Mutual Insurance Company (which has been known as Phoenix Life Insurance Company since June 25, 2001) and
its direct and indirect subsidiaries. Furthermore, *Phoenix Life " refers to Phoenix Life Insurance Company, “Life
Companies " refers to Phoenix Life and its direct and indirect subsidiaries and “PXP" refers to Phoenix Investment

Partners, Lid. and its direct and indirect subsidiaries.

PART 1
Item I. Business
Description of Business

We provide life insurance, annuity and investment products targeted at affluent and high-net-worth individuals and
institutions through a wide variety of third-party financial professionals and intermediaries. We operate two businesses and
report our results in two corresponding operating segments—Life and Annuity and Asset Management. The Life and Annuity
business encompasses a broad range of product offerings. In life insurance, our main focus is on permanent life insurance
(universal and variable universal life) insuring one or more lives, but we also offer a portfolio of term life insurance products.
In annuities, we offer deferred and immediate variable annuities with a variety of death benefit and guaranteed living benefit
options, The Asset Management business is operated as a multi-boutique model, in which individual portfolio management
teams manage distinct investment products but share common distribution, administrative and operational support. In
addition, certain investment strategies are sub-advised by unaffiliated investment management companies. Asset
management products include open-end mutual funds, closed-end funds and separately managed accounts for individuals and
institutions. Separately managed accounts include assets managed within intermediary programs that are sponsored and
distributed by non-affiliated broker-dealers, as well as direct managed accounts which are sold and administered by us. In
addition, we manage several structured finance products, such as collateralized debt obligations.

SUMMARY OF BUSINESSES
_ ecember 31, 2007

Market Presence “ Dlstritio Channels Products Offered
" Life and Annuity i o
o $61.6 billion of net life insurance in « National and regional broker-dealers o Universal life insurance
force » Financial planning firms e Variable universal life insurance
« $9.2 billion of annuity assets under o Advisor groups o Term life insurance
management » Insurance companies » Variable annuities
e Banks » Immediate annuities

Principal operating subsidiaries: . I
e Private placement life insurance and

s Phoenix Life annuities

« PHL Variable Insurance Company ‘
¢ AGL Life Assurance Company

[ Asset Management _

Retail products:

e $42.5 billion of third-party assets o National and regional broker-dealers e Mutual funds
under management « [Institutional asset management + Managed accounts
' consultants * s Closed-end mutual funds
Principal operating subsidiary: « Financial planning firms Institutional products:
+ PXP »  Agset managers « Institutional separate accounts




Life and Annuity

QOur Life and Annuity business offers a variety of life insurance and annuity products through third-party distributors. We
believe our competitive advantage in this segment includes:

+ competitive and innovative products;
+ underwriting and mortality risk management expertise;
¢ strong relationships with distributors that have access to our target market; and

» value-added support provided to distributers by our wholesalers and operating personnel.

Life and Annuity Products

Life Products

Our life insurance products include universal life, variable universal life, term life and other insurance products. We offer
single life, first-to-die and second-to-die products. Under first-to-die policies, up to five lives may be insured with the policy
proceeds paid after the death of the first of the five insured lives. Second-to-die products are typically used for estate
planning purposes and insure two lives rather than one, with the policy proceeds paid after the death of both insured
individuals.

Universal Life: Universal life products provide insurance coverage and may allow the policyholder to increase or decrease
the amount of death benefit coverage over the term of the policy. They alse may allow the policyholder to adjust the
frequency and amount of premium payments. Premiums, net of expenses, and the resulting accumulated account balances are
allocated to our general account for investment. The account earns interest at rates determined by us, subject to certain
minimums. Specific charges are made against the account for expenses. We retain the right within limits to adjust the fees we
assess for providing administrative services. We also collect fees to cover mortality costs; these fees may be adjusted by us
but may not exceed contractual limits.

Some universal life products provide secondary guarantees that protect the policy’s death benefit even if there is insufficient
value in the policy to pay the monthly charges and mortality costs. These secondary guarantees are provided as long as the
policyholder is able to fulfill the premium requirements of the secondary guarantee, In 2007, only 11% of universal life sales
contained secondary guarantees,

Variable Universal Life: Like universal life products, variable universal life products provide insurance coverage and may
allow the policyholder to increase or decrease the amount of death benefit coverage over the term of the policy. They also
may allow the policyholder to adjust the frequency and amount of premium payments. Premiums, net of expenses, and the
resulting accumulated account balances may be directed into a variety of separate investment accounts (accounts that are
maintained separately from the other assets of the Life Companies) or into the general accounts of the Life Companies. In
separate investment accounts, the policyholder bears the entire risk of the investment results. We collect fees for the
management of these various investment accounts and the net return is credited directly to the policyholder’s accounts.
Account balances invested in the general account earn interest at rates determined by us, subject to certain minimums.
Specific charges are made against the accounts for expenses. We retain the right within limits to adjust the fees we assess for
providing administrative services. We also collect fees to cover mortality costs; these fees may be adjusted by us but may not
exceed contractual limits.

With some variable universal products, maintaining a certain premium level provides the policyholder with guarantees that
protect the policy’s death benefit if, due to adverse investment experience, the policyholder’s account balance is zero.

Term Life: Term life insurance provides a guaranteed benefit upon the death of the insured within a specified time period, in
return for the periodic payment of premiums. Specified coverage periods range from one to 30 years, but not longer than the
period over which premiums are paid. Premiums may be level for the coverage period or may vary. Term insurance products
are sometimes referred to as pure protection products, in that there are normally no savings or investment elements, Term
contracts generally expire without value at the end of the coverage period. Our term insurance policies allow policyholders to
convert to permanent coverage within a limited period of time, generally without evidence of insurability.

We offer a return-of-premium rider on many of our term products. In exchange for higher periodic premium payments, this
rider provides for the return of cumulative premiums paid, for both the term insurance coverage and rider, at the end of the
specified coverage period {(e.g., 10, 20 or 30 years). After a specified number of years, the policyholder can terminate
coverage prior to the end of the specified coverage period and receive a portion of the cumulative premiums paid.

4




Annuity Products

We offer a variety of variable annuities to meet the accumulation and preservation needs of the affluent and high-net-worth
market. Deferred annuities, in which funds accumulate for a number of years before periodic payments begin, enable the
contractholder to save for retirement and provide options that protect against outliving assets during retirement. Immediate
annuities are purchased by means of a single lump sum payment and begin paying periodic income immediately.

Deposits, net of expenses, may be directed into a variety of separate investment accounts (accounts that are maintained
separately from the other assets of the Life Companies) or into the general accounts of the Life Companies. In separate
investment accounts, the contractholder bears the entire risk of the investment results. We collect fees for the management of
these various investment accounts and the net return is credited directly to the contractholder’s accounts. Account balances
invested in the general account earn interest at rates determined by us, subject to certain minimums. Specific charges are
made against the accounts for expenses. We retain the right within limits to adjust the fees we assess for providing
administrative services.

Contractholders also may elect certain enhanced living benefit guarantees, for which they are assessed a specific charge. For
example, our Guaranteed Minimum Withdrawal Benefit option guarantees an income stream for the lifetime of the
contractholders and their spouses. Our major sources of revenue from annuities are mortality and expense fees charged to the
contractholder, generally determined as a percentage of the market value of any underlying separate account balances, and
the excess of investment income over credited interest for funds invested in our general account. We also earn a portion of
the fees we colléct for the management of the various investment accounts. ’

Other Products and Services

Life and Annuity aiso focuses on other products and services that respond to the affluent and high-net-worth market’s
demand for wealth management solutions. '

For example, many of our products are designed to be used by corperations to fund special deferred compensation plans and
benefit programs for key employees, commonly referred to as executive benefits. In addition, our products can be applied to
a number of situations to meet the sophisticated needs of business owners and individuals, including for charitable giving.

In 2007, we established two new business units that will focus on expanding our Life and Annuity offerings. The Alternative
Products unit is developing innovative ways to extend features of life insurance and annuity products to other financial
products to help meet the retirement income needs of consumers. The Life Solutions unit is exploring a range of options to
meet changing customer needs, including the emerging life settlements market, that leverage the Company’s strong
capabilities in managing mortality and longevity.

Private Placement Life and Annuity Products: Our private placement products, which we sell through Philadelphia Financial
Group, our wholly owned private placement distributor, are individually customized life and annuity offerings that include
single premium life, second-to-die life and variable annuity preducts. These products have minimum deposits of over
$500,000, targeting the wealthiest segment of the high-net-worth market.

Underwriting and Mortality Risk Management

Insurance underwriting is the process of examining, accepting or rejecting insurance risks, and classifying those accepted in
order to charge appropriate premiums or mortality charges. Underwriting also involves determining the amount and type of
reinsurance appropriate for a particular type of risk.

We believe we have particular expertise in evaluating the underwriting risks relevant to our target market. We believe this
expertise enables us to make appropriate underwriting decisions, including, in some instances, the issuance of policies on
more competitive terms than other insurers would offer. Phoenix Life has a long tradition of underwriting innovation. In
1955, we were the first insurance company to offer reduced rates to women. We were among the first companies to offer
reduced rates to non-smokers across all policy lines, beginning in 1967. In 2006, we became the first insurer to offer
premium discounts over time for policyholders who maintain a healthy weight in the years after the initial underwriting
decision. Our underwriting team includes doctors and other medical staff to ensure, among other things, that we are focused
on current developments in medical technology.
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Qur underwriting standards for life insurance are intended to result in mortality experience consistent with the assumptions
used in product pricing. The overall profitability of our life insurance business depends, to a large extent, on the degree to
which our mortality experience compares to our pricing assumptions. Our underwriting is based on our historical mortality
experience, as well as on the experience of the insurance industry and of the general population. We continually compare our
underwriting standards to those of the industry to assist in managing our mortality risk and to stay abreast of industry trends.

Our life insurance underwriters evaluate policy applications on the basis of the information provided by the applicant and
others. We use a variety of methods to evaluate certain policy applications, such as those where the size of the pelicy sought
is particutarly large, or where the applicant is an older individual, has a known medical impairment or is engaged in a
hazardous occupation or hobby. Consistent with industry practice, we require medical examinations and other tests
depending upon the age of the applicant and the size of the proposed policy.

In the executive benefits market, we issue life policies covering multiple lives on a guaranteed-issue basis, within specified
limits per life insured, whereby the amount of insurance issued per life on a guaranteed basis is related to the total number of
lives being covered and the particular need for which the product is being purchased. Guaranteed-issue underwriting applies
to employees actively at work, and product pricing reflects the additional guaranteed-issue underwriting risk.

Reinsurance

While we have underwriting expertise and have experienced favorable mortality trends, we believe it is prudent to spread the
risks associated with our life insurance products through reinsurance. As is customary in the life insurance industry, our -
reinsurance program is designed to protect us against adverse mortality experience generally and to reduce the potential loss
we might face from a death claim on any one life.

We cede risk to other insurers under various agreements that cover individual life insurance policies. The amount of risk
ceded depends on our evaluation of the specific risk and applicable retention limits. Under the terms of our reinsurance
agreements, the reinsurer agrees to reimburse us for the ceded amount in the event a claim is incurred. However, we remain
liable to our policyholders for ceded insurance if any reinsurer fails to meet its obligations. Since we bear the risk of . |
nonpayment by one or more of our reinsurers, we cede business to well-capitalized, highly rated insurers. While our current
retention limit on any one life is $10 million (312 million on second-to-die cases), we may cede amounts below those limits
on a case-by-case basis depending on the characteristics of a particular risk. Typically our reinsurance contracts allow us to
reassume ceded risks after a specified period. This right is valuable where our mortality experience is sufficiently favorable -
to make it financially advantageous for us to reassume the risk rather than continue paying reinsurance premiums.

See Note 6 to our consolidated financial statements in this Form 10-K for additional information,

The foliowing table lists our five principal life reinsurers.

As of December 31, 2007

Reinsurance Face Amount of Reinsurer’s
, . Recoverable  Life Insurance AM. Best

Principal Life Reinsurers: . Balances Ceded Ratingh

($ in millions)  ($ in billions)
RGA Reinsurance Company $22.5 $30.8 A+
AEGON USA 516.3 $19.3 A+
Swiss Re Life & Health America, Inc. $12.1 $ 8.7 Atu
Employers Reassurance Corporation %63 $ 64 A-
Scottish Re $32 § 85 B+

A M. Best’s rating of Swiss Re Life & Health America, Inc. is currently under review.

Distribution and Support Services

We maintain a broad range of distribution relationships. We seek to build relationshib_s with distributors who are, or who
have access to, advisors to the affluent and high-net-worth market.



State Farm: In 2007, we extended our agreement with a subsidiary of State Farm Mutual Automobile Insurance Company, or
State Farm, to provide our life and annuity products and related services to State Farm’s affluent and high-net-worth
customers, through qualified State Farm agents until 2016. We are the only third-party provider of life and annuity products
and services at State Farm. By the end of 2007, we had trained and certified approximately 10,700, or 95%, of State Farm’s
approximately 11,300 securities licensed agents to sell Phoenix products. Our relationship with State Farm gives us potential
access to approximately 39% of the high-net-worth households in the U.S. In 2007, State Farm accounted for approximately
15% of our total life premiums and 62% of our annuity deposits. Since our relationship with State Farm began in mid-2001,
it has generated $290 million in cumulative new total life premiums and $1.2 billion in annuity deposits.

National Life: In February 2007, we entered into an alliance with National Life Group to offer our variable annuity products
through their registered representatives. Under the alliance, a member of the National Life Group will co-market Phoenix’s
variable annuity products, including flexible premium deferred variable annuities and a single premium immediate variable
annuity, through their registered representatives. The alliance also added Sentinel Variable Product Funds as investment
options to our variable annuity and life insurance products. Phoenix wholesalers will provide sales and product assistance to
the registered representatives affiliated with the National Life Group.

Jefferson National: We have formed a strategic alliance with Jefferson National Life Insurance Company, or Jefferson
National, to target the rapidly growing segment of fee-based advisors in wirehouses, regional broker-dealers and financial
institutions. Under this alliance, the companies will leverage Jefferson National’s technology platform, designed expressly to
serve the fee-based market, and Phoenix's product expertise in applying innovative living benefits riders, such as the
guaranteed minimum withdrawal benefit, to financial products.

Brokerage General Agencies: We also use Brokerage General Agencies, or BGAs, which offer specialty products and
services to agents and advisors. The services they provide include product and case design, underwriting negotiation and
delivery, commission payment and service. BGAs, in turn, look for carriers who understand their business and can execute in
these areas. We believe BGAs provide a significant growth opportunity for the Company because of our focus on the high-
net-worth marketplace and our strengths in the areas of product, retention and underwriting capability.

National and Regional Broker-Dealers: National and regional broker-dealers are brokerage firms that engage financial
advisors as employees rather than as independent contractors. To meet the evolving wealth management needs of their
customers, national and regional broker-dealers offer products from third-party providers such as Phoenix. We have
relationships across ail product lines in many important distribution outlets that target the high-net-worth market including
UBS, A.G. Edwards and Merrill Lynch.

Advisor Groups: The recent industry trend toward affiliations among small independent financial advisory firms has led to
advisor groups becoming a distinct class of distributors. We believe we have a particularly strong position as a provider of
life insurance products through Partners Marketing Group, Inc., or PartnersFinancial, which, since 1999, has been an
important component of the National Financial Partners, or NFP, organization.

Insurance Companies: Insurance companies have been moving their agents into an advisor/planner role, resulting in a need
to provide their agents, particularly their top producers, with a wider selection of life insurance products to sell. Insurance
companies responded to this need, in part, by negotiating arrangements with third-party providers, including other insurance
companies. In addition, we continue to maintain relationships with individual agents of other companies and independent
agents.

Financial Planning Firms: Financial planning firms are brokerage firms that engage financial advisors as independent
contractors rather than as employees. Financial planning firms have begun to expand their offerings to include wealth
preservation and transfer products. To capitalize on this trend, we establish relationships with the financial planning firm, and
then build relationships with the individual advisors within the firm. This approach permits us to maximize the number of
individual registered representatives who potentially may sell our products.

Other Distribution Sources: Philadelphia Financial Group offers Phoenix private placement life and annuity products
through a variety of distribution sources with access to the high-net-worth market including family offices, financial
institutions, accountants and attorneys. We also offer our life and annuity products through non-traditional sources such as
private banks, private banking groups within commercial banks, and regional and commercial banks that are focused ona
high-net-worth client base.




We believe we have a competitive advantage through the service and support we provide our distributors, including:

s customized advice on estate planning, charitable giving planning, executive benefits and retirement planning,
provided by a staff of professionals with specialized expertise in the advanced application of life insurance and
variable annuity products. Our experienced attorneys combine their advice with tailored presentations, educational
materials and specimen legal documents;

+ market research and education programs designed to help advisors better understand which financial products the
affluent and high-net-worth market demands. We assist advisors in marketing to specific customer segments such as
senior corporate executives, business owners and high-net-worth households;

» nationwide teams of life and annuity product specialists who provide education and sales support to distributors and
who can act as part of the advisory team for case design and technical support; :

» an underwriting team with significant experience in evaluating the financial and medical underwriting risks
associated with high face-value policies and affluent and high-net-worth individuals;

¢ internet-accessible information that makes it easier for our distributors to do business with us, including interactive
product illustrations, educational and sales tools, and online access to forms, marketing materials and policyholder
account information; and

s distribution service organizations for our major distribution channels that align all support services for that specific
channel.

Life and Annuity Financial Information

See Management’s Discussion and Analysis of Financial Condition and Results of Operations in this Form 10-K for Life and
Annuity segment financial information.

Asset Management

Within Asset Management, we focus on two customer groups—retail investors and institutional clients. We provide asset
management services to retail customers through open-end mutual funds, closed-end funds and managed accounts. Managed
accounts include intermediary programs sponsored and distributed by non-affiliated broker-dealers, and direct managed
accounts which are sold and administered by us.

Through our institutional group, we provide asset management services primarily to corporations, multi-employer retirement
funds and foundations, as well as to endowments and special purpose funds. In addition, we manage fixed income portfolios
backing collateralized debt obligations.

Asset Managers ~

Our asset management services are provided by wholly owned managers as well as unaffiliated managers through
sub-advisory agreements. We provide managers with consolidated distribution and administrative support, thereby allowing
each manager to focus on asset management. We monitor the quality of the managers’ products by assessing their
performance, style consistency and the discipline with which they apply their investment process.




Our managers and their respective styles, products and assets under management, are as follows:

Assets Under

Management at
Advisor / Location Investment Styles Products December 31, 2007
($in billions)
SCM Advisors LLC, (f’k/a Equities — Mutual Funds
Seneca Capital Management LLC) Growth with Controlled Risk Direct Managed Accounts
San Francisco, CA Eamnings-Driven Growth Institutional Accounts
Fixed Income — Structured Finance Products
| Value Driven - $103
i Duff & Phelps Investment Equities — Mutual Funds
| Management Co., or DPIM / REITs Institutional Accounts
' Chicago, IL Utilities Closed-end Funds
Fixed Income —
Core $ 7.3
Kayne Anderson Rudnick Equities — Sponsored Managed Accounts
Investment Management, LLC, Quality at Reasonable Price Direct Managed Accounts '
or KAR / Los Angeles, CA Institutional Accounts
Mutual Funds $ 52
Goodwin®™ Capital Advisors, Fixed Income — Mutual Funds
or Goodwin / Hartford, CT Mulu-Sector Institutional Accounts
Structured Finance Products $ 5.0
Oakhurst5™ Asset Managerstt), Equities — Mutual Funds
or Dakhurst / Scotts Valley, CA Large Cap Value Institutional Accounts
Large Cap Core : $ 1.5
Phoenix/Zweig Advisers, LLC, Equities/Fixed Income — Mutual Funds
or Zweig / New York, NY Tactical Asset Allocation Closed-end Funds .
Small Cap Value $ 13
Walnut Asset Management LLC, | Equities - Direct Managed Accounts
or Walnut / Philadelphia, PA Relative Value Institutional Accounts
Fixed Income —
Quality Fixed Income . $ 0.6
Engemann Asset Management, Equities — Mutual Funds )
Inc., or Engemann / Classic Growth Sponsored Managed Accounts
Pasadena, CA Direct Managed Accounts
Institutional Accounts $ 04
Sub-advised Assets Various Mutual Funds $10.9
Total Third-Party Assets Under Management $42.5

1 Qakhurst is a division of Phoenix Investment Counsel, Inc., an indirect wholly owned subsidiary of PXP.

Irmvestment Products

Retail Products

Mutual Funds: We are investment advisors to 54 open-end mutual funds, with total assets under management of $17.2 billion
as of December 31, 2007, These funds include actively managed funds across a variety of equity and fixed income styles.

They also include four Phoenix Life Investment Option (PHOLIOS) funds, which are “fund of funds”, investing in a number
of our underlying funds. These mutual funds are available primarily to retail investors.

Managed Accounts: We provide investment management services through participation in certain intermediary managed
account programs sponsored by various broker-dealers such as Merrill Lynch, Morgan Stanley and Salomon Smith Barney.
These programs enable the sponsor’s client to select one or more of our managed account offerings for which the client pays
an asset-based fee paid to the broker-dealer who, in turn, pays a management fee to us. As of December 31, 2007, we
managed 15,110 accounts relating to such intermediary managed account programs, representing $2.7 billion of assets under
management. In addition, we directly manage individual client accounts. As of December 31, 2007, we managed 1,225
individual accounts representing $2.7 billion of assets under management.
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Closed-End Mutual Funds: We manage the assets of five closed-end funds, each of which is traded on the New York Stock
Exchange: DTF Tax-Free Income Inc.; Duff & Phelps Utility and Corporate Bond Trust Inc.; DNP Select Income Inc.; The
Zweig Fund, Inc. and The Zweig Total Return Fund, Inc. Qur closed-end fund assets under management totaled $5.1 billion
as of December 31, 2007,

Institutional Products

Institutional Separate Accounts: We offer a variety of fixed income and equity investment strategies to institutional clients,
consisting primarily of pension and profit sharing plans, governmental entitics and unions, as well as endowments and
foundations, public and multi-employer retirement funds and other special purpose funds. Our institutional assets under
management totaled $10.2 billion as of December 31, 2007, We also provide investment management services to certain
funds avatilable to purchasers of our variable life and variable annuity products. As of December 31, 2007, we managed $1.0
billion of these assets. '

Structured Finance Products: We manage 10 structured finance products, all of which are collateralized debt obligations
backed by portfolios of either high yield bonds, emerging markets bonds, bank loans and/or asset-backed securities. Our
assets under management for structured finance products totaled $3.6 billion as of December 31, 2007.

Distribution

Phoenix Equity Planning Corporation, or PEPCO, a broker-dealer registered under the Securities Exchange Act of 1934, as
amended (the Exchange Act), serves as principal underwriter and national wholesale distributor of open end mutual funds
and managed accounts. PEPCO also provides a wide range of investment management support services, including
accounting, pricing, record keeping and transfer agency services. Mutual fund shares are distributed by PEPCO under sales
agreements with unaffiliated national and regional broker-dealers and financial institutions. PEPCO also markets advisory
services of affiliated asset managers to sponsors of managed account programs. Sales and marketing personnel of PEPCO
direct substantial efforts towards establishing and maintaining relationships with unaffiliated national and regional broker-
dealers and financial institutions.

Institurional Products Distribution

We have an Institutional Distribution group that markets investment management solutions to pension funds and
not-for-profit institutions directly and through investment consultants, The group is comprised of product specialists who are
part of the portfolio management teams at Phoenix’s asset management firms and sales generalists who represent all Phoenix
investment strategies and target key market segments, including endowments and foundations, corporate, public and Taft-
Hartley pension plans and the sub-advisory and defined contribution investment only, or DCIO, market.

Spin-Off of Asset Management Business

On February 7, 2008, we announced our intention to spin off our asset management subsidiary, PXP, by way of a dividend of
PXP’s stock to the Company’s shareholders. We expect to complete the transaction in the third quarter of 2008.

Asset Management Financial Information

See Management's Discussion and Analysis of Financial Condition and Results of Operations in this Form 10-K for Asset
Management segment financial information.
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Competition

We face significant competition from a wide variety of financial institutions, including insurance companies and other asset
management companies, as well as from proprietary products offered by our distribution sources such as banks, broker-
dealers and financial planning firms. Our competitors include larger and, in some cases, more highly-rated insurance
companies and other financial services companies. Many competitors offer similar products, use similar distribution sources,
offer less expensive products, have greater access to key distribution channels and have greater resources than us.

Competition in our businesses is based on several factors including ratings, investment performance, access to distribution
channels, service to advisors and their clients, product features, fees charged and commissions paid.

Before we can compete for business from end consumers, we must develop and maintain relationships with distributors that
have the ability to sell our products. As we continue to develop our distribution channels, we must compete with other
providers of life insurance, annuity and retail products.

Venture Capital

We have invested in the venture capital market for over 25 years. Phoenix Life’s venture capital investments include limited
partnership interests in venture capital funds, leveraged buyout funds and other private equity partnerships sponsored and
managed by third parties. We refer to all of these types of investments as venture capital. Through December 31, 2005, we
reported venture capital eamings in a Venture Capital segment. The segment did not include venture capital investments held
within Phoenix Life’s Closed Block. The Venture Capital segment represented 0.4% of total investments and cash and cash
equivalents as of December 31, 2005. The carrying value of partnership investments in the Venture Capital segment was
$71.7 million as of December 31, 2005.

In October 20053, we entered into an agreement to sell approximately three quarters of the assets in our Venture Capital
segment. As a result of the transaction, the Venture Capital segment was eliminated, effective January 1, 2006, and earnings
from the remaining assets are now allocated to the Life and Annuity segment.

See Management’s Discussion and Analysis of Financial Condition and Results of Operations in this Form 10-K for 2005
Venture Capital segment financial information.

Corporate and Other

Corporate and Other includes corporate operations that are not allocated to business segments. Corporate operations consist
primarily of:

+ interest expense;

« wind-down businesses which include group pension and guaranteed investment contract businesses that do not meet
the criteria to be separately disclosed; and '

» investment income on debt and equity securities pledged as collateral, as well as interest expense on non-recourse
collateralized obligations, both related to two consolidated collateralized obligation trusts we sponsor.

See Management’s Discussion and Analysis of Financial Condition and Results of Operations in this Form 10-K for
Corporate and Other financial information.

General Development of Business

PNX was incorporated in Delaware in 2000. Our principal executive offices are located at One American Row, Hartford,
‘Connecticut 06102-5056. Our telephone number is (860) 403-5000. Our web site is located at www.phoenixwm.com. (This
and all other URLs included herein are intended to be inactive textual references only. They are not intended to be an active
~ Yyperlink to our web site. The information on our web site is not, and is not intended to be, part of this Form 10-K and is not
incorperated into this report by reference.)

Phoenix Mutua! Life Insurance Company was organized in Connecticut in 1851. In 1992, in connection with its merger with
Home Life Insurance Company, the Company redomiciled to New York and changed its name to Phoenix Home Life Mutual
Insurance Company, or Phoenix Home Life.
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On June 25, 2001, the effective date of its demutualization, Phoenix Home Life converted from a mutual life insurance
company to a stock life insurance company, became a wholly owned subsidiary of PNX and changed its name to Phoenix
Life Insurance Company. All policyholder membership interests in the mutual company were extmgulshed on the effective
date. At the same time, PXP became an indirect wholly owned subsidiary of PNX,

On June 25, 2001, PNX also completed its initial public offering, or IPQ, in which 48.8 million shares of common stock were
tssued at a price of $17.50 per share. Net proceeds from the [PO were $807.9 million, which was contributed to Phoenix Life,
as required under the plan of reorganization. On July 24, 2001, Morgan Stanley & Co. Incorporated exercised its right to
purchase 1,395,900 additiona! shares of the common stock of PNX at the IPO price of $17.50 per share less underwriter’s
discount. Net proceeds of $23.2 million were contributed to Phoenix Life. Our shares outstanding were subsequently reduced
through repurchases through October 2002.

The following chart illustrates our corporate structure as of December 31, 2007.

THE PHOENIX COMPANIES, INC.

. [

100% ) _ ) 100%
ProEeNIx LiFe PHOENIX INVESTMENT
INSURANCE COMPANY ’ ) MANAGEMENT COMPANY, INC.
100% 100%

PM HoLbINGs, INC.

PHoENIX INVESTMENT PARTNERS, LTD.
Various %s - . Various %s

OTHER DOMESTIC AND FOREIGN SUBSIDIARIES OTHER DOMESTIC AND FOREIGN SUBSIDIARIES

At December 31, 2007, we employed approximately 1,600 people.
Recent Developments
See Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations”, as it may
subsequently be updated in our periodic and current reports, for additional information regarding recent developments
affecting our business,
Executive Officers of the Registrant
See Part 1], Item 10 herein.

Available Information

We make available free of charge on or through our Internet web site (http://www.phoenixwm.com) our annual reporton
Form 10-K, quarterly reports on Form i0-Q, current reports on Form 8-K, and amendments to those reports filed or furnished
pursuant to Section 13(a) of the Exchange Act as soon as reasonably practicable after we electronically file such material
with, or furnish it to, the SEC. '
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Item 1A. Risk Factors

In addition to the normal risks of business, we are subject to significant risks and uncertainties, including those listed below.
You should carefully consider the following risk factors before investing in our securities, any of which could have a
significant or material adverse effect on our business, financial condition, operating results or liquidity. This information
should be considered carefully together with the other information contained in this report and the other reports and materials
we file with the Securities and Exchange Commission. The risks described below are not the only ones we face. Additional
risks may also have an adverse effect on our business, financial condition, operating results or liquidity.

We could be adversely affected by unfavorable general economic and business conditions, as well as by specific factors
such as the performance of the debt and equity markets and changes in interest rates.

General factors such as the availability of credit, consumer spending, business investment, capital market conditions, and
inflation affect the business and economic environment, Ultimately, this may affect our growth and profitability. For
example, in an economic downturn characterized by higher unemployment, lower family income, lower corporate earnings,
lower business investment and lower consumer spending, the demand for life insurance, annuities and investments could
decline.

More specifically, our business is exposed to the performance of the debt and equity markets. For example, adverse capital
market conditions have recently affected the value and liquidity of debt securities and other investments. Asset-backed
securities supported by residential mortgages, as well as other investments, such as bonds wrapped by financial guarantors or
issued by industry sectors, have been disproportionately affected by adverse capital market conditions. While we hold limited
assets of this type in our investment portfolio, adverse capital market conditions could materially affect the value of our
investments, potentially resulting in higher realized and/or unrealized losses. Further, fee revenues related to our asset
management strategies and, to a lesser degree, our variable life and annuity products are based on the value of assets under
our management. Poor performance of the debt and equity markets limits our fee revenues by reducing the value of the assets
we manage. Also, significant capital market volatility could increase the cost of some of our products resulting in lower
profits, The funding requirements of our pension plan are also dependent on the performance of the debt and equity markets.
The value of the assets supporting the pension plan could decrease, increasing the requirement for future funding.

Additionally, we could be affected by changes in interest rates. Qur life insurance and annuity businesses are sensitive to
interest rate changes. In periods of increasing interest rates, life insurance pohcy toans, surrenders and withdrawals could
increase as policyholders seek investments with higher returns. This could require us to sell invested assets at a time when
their prices are depressed by the increase in interest rates, which could cause us to realize investment losses. Conversely,
during periods of declining interest rates, we could experience increased premium payments on products with flexible
premium features, repayment of policy loans and increased percentages of policies remaining in force. We would obtain
lower returns on investments made with these cash flows. In addition, borrowers may prepay or redeem bonds in our
investment portfolio so that we might have to reinvest those proceeds in lower yielding investments. As a consequence of
these factors, we could experience a decrease in the spread between the returns on our investment portfolio and amounts
credited to policyholders and contractholders, which could adversely affect our profitability. Also, the funding requirements
of our pension plan are sensitive to interest rate changes. Should interest rates decrease materially, the value of the liabilities
under the plan would increase. This would likely increase future funding requirements and pension expenses.

Our profitability may decline if mortality rates, persistency rates or funding levels differ significantly from our
pricing expectations.

We set prices for many of our insurance and annuity products based upon expected claims, expected persistency of these
policies and the expected level and pattern of premium payments into these policies. We use assumptions for mortality rates,
or likelihood of death, of our policyholders, Pricing of our insurance and annuity products is also based in part upon the
expected persistency of these products, which is the probability that a policy or contract will remain in force from one period
to the next. Another important component is the assumed level and pattern of premium payments made into our life
insurance policies.

Recent trends in the life insurance industry may affect our mortality, persistency and funding levels. The evolution of the
financial needs of policyholders and the emergence of a secondary market for life insurance suggest that the reasons for
purchasing our products are changing, and we have experienced an increase in life insurance sales to older individuals. The
effect that these changes may have on our actual experience and profitability is not yet well understood.
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Significant deviations in actual experience from our pricing assumptions could have an adverse effect on the profitability of
our products. In addition, such deviations could cause us to increase the amortization of our deferred policy acquisition cost
balances, which would have an adverse impact on profitability. Although most of our current products permit us to increase
charges and adjust crediting rates during the life of the policy or contract (subject to guarantees in the policies and contracts),
the permitted adjustments may not be sufficient to maintain profitability. In addition, increasing charges on inforce policies
or contracts may adversely affect our relationships with our distributors and our future sales. Finally, a small portion of our
inforce business consists of products that do not permit us to adjust the charges and credited rates of inforce policies or
contracts, ' :

We may incur losses if our reinsurers are unwilling or unable to meet their obligations under reinsurance contracts.
The availability, pricing and terms of reinsurarice may not be sufficient to protect us against losses.

We utilize reinsurance to reduce the severity and incidence of claims costs, and to provide relief with regard to certain
reserves. As of December 31, 2007, 61.7% of the total face amdunt of our written policies was ceded to reinsurers. Under
these reinsurance arrangements, other insurers assume a portion of our losses and related expenses; however, we remain
liable as the direct insurer on all risks reinsured. Consequently, reinsurance arrangements do not eliminate our obligation to
pay claims and we assume credit risk with respect to our ability to recover amounts due from our reinsurers. Although we
regularly evaluate the financial condition of our reinsurers, the inability or unwillingness of any reinsurer to meet its financial
obligations could negatively affect our operating results. [n addition, market conditions beyond our control determine the
availability and cost of reinsurance. No assurances can be made that reinsurance will remain available to the same extent and
on the same terms and rates as are currently available. If we were unable to maintain our current level of reinsurance or
purchase new reinsurance protection in amounts that we consider sufficient and at prices that we consider acceptable, we
would have 1o either accept an increase in our net exposure, reduce the amount of business we write, or develop other
alternatives to reinsurance.

We depend on nen-affiliated distribution for our product sales and if our relationships with these distributors were
harmed, we could suffer a loss in revenues.

We distribute our products through non-affiliated advisors, broker=dealers and other financial intermediaries. There is
substantial competition for business within most of these distributors. We believe that our sales through these distributors
depend on a vaniety of factors, such as our financial strength, the quality and pricing of our products and the support services
we provide. Qur largest individual distributor of life insurance is a subsidiary of State Farm Mutual Automobile Company, or
State Farm. Our largest distributors of annuities are State Farm and National Life Group. In 2007, State Farm accounted for
approximately 15% of our total life insurance premiums. In 2607, State Farm accounted for approximately 62% and National
Life Group accounted for approximately 11% of our annuity deposits. Since our relationship with State Farm began in mid-
2001, it has generated $290 million in cumulative new total life premiums and $1.2 billion in annuity deposits. Our
distributors are generally free to sell products from a variety of providers. We may not be able to establish or maintain
satisfactory relationships with distributors if our ratings, products or serv1ces are not competitive. Accordingly, our revenues
and profitability would suffer.

Downgrades to debt and financial strength ratings could increase policy surrenders and withdrawals, adversely affect
relationships with distributors, reduce new sales and increase our future borrowing costs.

Rating agencies assign Phoenix Life financial strength ratings, and assign us debt ratings, based in each case on their
optnions of the relevant company’s ability to meet its financial obligations.

Financial strength ratings reflect a rating agency’s view of an insurance company’s ability to meet its obligations to its
insureds. These ratings are therefore key factors underlying the competitive position of life insurers. Downgrades could
adversely affect our reputation and, hence, our relationships with existing distributors and our ability to establish additional
distributor relationships. If this were to occur, we might experience a deéline in sales of certain products and the persistency
of existing customers. At this time, we cannot estimate the impacton sales or persistency. A significant decline in our sales
or persistency could have a material adverse effect on our financial results.

Any rating downgrades may also result in increased interest costs in connection with future borrowings. Such an increase
would decrease our earnings and could reduce our ability to finance our future growth on a profitable basis.
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Our business operations, investment returns, and profitability could be adversely affected by inadequate performance
of third-party relationships.

We are dependent on certain third-party relationships to maintain essential business operations. These services include, but
are not limited to, information technology infrastructure, application systems support, mutual fund and shareholder
accounting services, transfer agent and cash management services, custodial services, records storage management, backup
tape management, security pricing services, medical information, payroll, and employee benefit programs. In addition, we
maintain contractual relationships with certain investment advisory and investment management firms. These firms manage
select investments or portions of portfolios under sub-advisory agreements.

We periodically negotiate provisions and renewals of these relationships and there can be no assurance that such terms will
remain acceptable to such third parties or us. An interruption in our continuing relationship with certain of these third parties
or any material delay or inability to deliver essential services could materially affect our business operations and, potentially,
adversely affect our profitability.

The independent trustees of our mutual funds and closed-end funds, intermediary program sponsors, managed
account clients and institutional asset management clients could terminate their contracts with us. This would reduce
our investment management fee revenues.

Each of the mutual funds and closed-end funds for which PXP acts as investment advisor or sub-advisor is registered under
the Investment Company Act of 1940 and is governed by a board of trustees or board of directors. Each fund’s board has the
duty of deciding annually whether to renew the contract under which PXP manages the fund. Board members have a
fiduciary duty to act in the best interests of the shareholders of their funds. Either the board members or, in limited
circumstances, the shareholders may terminate an advisory contract with PXP and move the assets to another investment
advisor. The board members also may deem it to be in the best interests of a fund’s sharcholders to make other decisions
adverse to us, such as reducing the compensation paid to PXP or imposing restrictions on PXP’s management of the fund.

Our asset management agreements with intermediary program sponsors (who “wrap,” or make available, our investment
products within the management agreements they have with their own clients), direct managed account clients and
institutional clients are generally terminable by these sponsors and clients upoen short notice without penalty. As a result,
there would be little impediment to these sponsors or clients terminating our agreements if they became dissatisfied with our
performance,

The termination of any of the above agreements relating to a material portion of assets under management would adversely
affect our investment management fee revenues and could require us to take a charge to earnings as a result of the
impairment of the goodwill or intangible assets associated with our asset managers.

We might be unable to attract or retain personnel who are key to our business.

The success of our business is dependent to a large extent on our ability to attract and retain key employees. Competition in
the job market for professionals such as securities analysts, portfolio managers, sales personnel and actuaries is generaily
intense. In general, our employees are not subject to employment contracts or non-compete agreements. Any inability to
retain our key employees, or attract and retain additional qualified employees, could have a negative impact on us.

Poor relative investment performance of some of our asset management strategies may result in outflows of assets
under management and lower revenues.

Net flows related to our asset management strategies can be affected by investment performance. Further, while our asset
management strategies are not rated or ranked, per se, many industry periodicals and services provide assessments of the
relative performance of our strategies. These assessments often affect the decisions of customers regarding which strategies
to invest in. If the relative performance or assessments of our strategies decline materially, the assets under management
related to these strategies may decrease as customers select strategies with better performance. Any loss of assets under
management would decrease the fees that we earn from such strategies. This could result in lower assets under management
and lower revenues.




Goodwill or intangible assets associated with our asset management business could become impaired requiring a
charge to earnings in the event of significant market declines, net outflows of assets, or losses of investment
management contracts.

As of December 31, 2007, our asset management business had $662.6 million in goodwill and intangible assets. The amount
of goodwill and intangible assets on our balance sheet is supported by the assets under management and the related revenues
of the business. It might be necessary to recognize an impairment of these assets if we experience:

» adrop in assets under management due to a significant market decline or material outflows;
» the termination of a material investment management contract, such as with one of our mutual funds; or
+ material outflows if clients opt to withdraw their funds following the departure of a key employee.

If required, the recognition of a material impairment of these assets could tead to downgrades in our credit ratings or in our
financial strength ratings.

We face strong competition in our businesses from mutual fund companies, banks, asset management firms and other
insurance companies. This competition could impair our ability to retain existing customers, attract new customers
and maintain our profitability.

We face strong competition in our businesses. We believe that our ability to compete is based on a number of factors,
including product features, investment performance, service, price, distribution capabilities, scale, commission structure,
name recognition and financial strength ratings. While there is no single company that we identify as a dominant competitor
in our business overall, our actual and potential competitors include a large number of mutual fund companies, banks, asset
management firms and other insurance companies, many of which have advantages over us in one or more of the above
competitive factors. Recent industry consolidation, including acquisitions of insurance and other financial services -
companies in the U.S. by global companies, has resulted in larger competitors with financial resources, marketing and
distribution capabilities and brand identities that are stronger than ours. Larger firms also may be able to offer, due to
economies of scale, more competitive pricing than we can. In addition, some of our competitors are regulated differently than
we are, which may give them a competitive advantage; for example, many non-insurance company providers of financial
services are not subject to the costs and complexities of insurance regulation by multiple states. If we do not compete
effectively in this environment, our profitability and financial condition would be materially adversely affected.

Because we are a holding company with no direct operatiens, the inability of our subsidiaries to pay dividends to us in
sufficient amounts would harm our ability to meet our obligations and pay future dividends.

We are a holding company, and we have no direct operations. Qur principal asset is the capital stock of our subsidiaries, Qur
ability to meet our obligations for payment of interest and principal on outstanding debt obligations and to pay dividends to
shareholders and corporate expenses depends upon the surplus and earnings of our subsidiaries and the ability of our
subsidiaries to pay dividends or to advance or repay funds to us. Payments of dividends and advances or repayment of funds
to us by our subsidiaries are restricted by the applicable taws of their respective jurisdictions, including laws establishing
minimum solvency and liquidity thresholds. Changes in these laws, such as New York State amendments to its statutory
reserve requirements, can constrain the ability of our subsidiaries to pay dividends or to advance or repay funds to us in
sufficient amounts and at times necessary to meet our debt obligations and corporate expenses.

We might need to fund deficiencies in our Closed Block, which would resultin a reductmn in net income and could
result in a reduction in investments in our on-going business.

We have allocated assets to our Closed Block to produce cash flows that, together with additional revenues from the Ciosed
Block policies, are reasonably expected to support our obligations relating to these policies. Our allocation of assets to the
Closed Block was based on actuarial assumptions about the performance of policies in the Closed Block and the continuation
of the non-guaranteed policyholder dividend scales in effect for 2000, as wéll as assumptions about the investment earnings
the Closed Block assets will generate over time. Since actual performance is likely to be different from these assumptions, it
is possible that the cash flows generated by the Closed Block assets and the anticipated revenues from the policies included
in the Closed Block will prove insufficient to provide for the benefits guaranteed under these policies even if the
non-guaranteed policyholder dividend scale were to be reduced. If this were to occur, we would have to fund the resulting
shortfall from assets outside of the Closed Block, which could adversely affect our profitability.
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Changes in tax laws may decrease sales and profitability of products and increase our tax costs.

Under current federal and state income tax law, certain products we offer, primarily life insurance and annuities, receive
favorable tax treatment. This favorable treatment may give certain of our products a competitive advantage over
noninsurance products. Congress from time to time considers legislation that would reduce or eliminate the favorable
policyholder tax treatment currently applicable to life insurance and annuities. Congress also considers proposals to reduce
the taxation of certain products or investments that may compete with life insurance and annuities. Legislation that increases
the taxation on insurance products or reduces the taxation on competing products could lessen the advantage or create a
disadvantage for certain of our products making them less competitive. Such proposals, if adopted, could have a material
adverse effect on our financial position or ability to sell such products and could result in the surrender of some existing
contracts and policies. In addition, changes in the federal estate tax laws could negatively affect the demand for the types of
Jife insurance used in estate planning.

We also benefit from certain tax benefits, including but not limited to, performance-based compensation that exceeds $1.0
million, tax-exempt bond interest, dividends-received deductions, tax credits (such as foreign tax credits), and insurance
reserve deductions, Congress, as well as foreign, state and local governments, also consider from time to time legislation that
could modify or eliminate these benefits, thereby increasing our tax costs. If such legislation is adopted, our consolidated net
income could decline,

Potential changes in federal and state regulation may increase our business costs and required capital levels, which
could adversely affect our business, consolidated operating results, financial condition or liquidity.

We are subject to extensive laws and regulations. These laws and regulations are complex and subject to change. Moreover,
they are administered and enforced by a number of different governmental authorities, including foreign regulators, state
insurance regulators, state securities administrators, the Securities and Exchange Commission, the New York Stock
Exchange, the National Association of Securities Dealers, the U.S. Department of Justice, and state attorneys general, each of
which exercises a degree of interpretive latitude. Consequently, we are subject to the risk that compliance with any particular
regulator’s or enforcement authority’s interpretation of a legal issue may not result in compliance with another regulator’s or
enforcement authority’s interpretation of the same issue, particularly when compliance is judged in hindsight. In addition,
thete is risk that any particular regulator’s or enforcement authority’s interpretation of a legal issue may change over time to
our detriment, or that changes in the overall legal environment may, even absent any particular regulator’s or enforcement
authority’s interpretation of a legal issue changing, cause us to change our views regarding the actions we need to take from a
legal risk management perspective, thus necessitating changes to our practices that may, in some cases, limit our ability to
grow and improve the profitability of our business.

state insurance laws regulate most aspects of our U.S. insurance businesses, and our insurance subsidiaries are regulated by
the insurance departments of the states in which they are domiciled and ticensed. State laws in the U.S. grant insurance
regulatory authorities broad administrative powers with respect to, among other things:

« licensing companies and agents to transact business;
o calculating the value of assets to determine compliance with statutory requirements; .
« mandating certain insurance benefits; regulating certain premium rates; reviewing and approving policy forms;
« regulating unfair trade and claims practices, including through the imposition of restrictions on marketing and sales
practices, distribution arrangements and payment of inducements;
» establishing statutory capital and reserve requirements and solvency standards;
o fixing maximum interest rates on insurance policy loans and minimum rates for guaranteed crediting rates on life
insurance policies and annuity contracts;
* approving changes in control of insurance companies;
» restricting the payment of dividends and other transactions between affiliates;
s and regufating the types, amounts and valuation of investments.

State insurance regulators and the National Association of Insurance Commissioners, or NAIC, regularly re-examine existing
laws and regulations applicable to insurance companies and their products. Our asset management operations are also subject
to extensive regulation in the various jurisdictions where they operate. These regulations are primarily intended to protect
investors in the securities markets or investment advisory clients and generally grant supervisory authorities broad
administrative powers. Changes in all of these laws and regulations, or in interpretations thereof, are often made for'the
benefit of the consumer at the expense of the insurer and thus could have a material adverse effect on our business,
consolidated operating results, financial condition and liquidity. Compliance with these laws and regulations is also time
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consuming and personnel-intensive, and changes in these laws and regulations may increase materially our direct and indirect
compliance costs and other expenses of deing business, thus having an adverse effect on our business, consolidated operating
resuits, financial condition and liquidity.

Legal and regulatory actions are inherent in our businesses and could result in financial losses or harm to our
businesses.

We are regularly involved in litigation and arbitration, both as 2 defendant and as a plaintiff. For example, in the last few
years we have been involved in disputes relating to certain portions of our discontinued group accident and health
reinsurance business. In addition, various regulatory bodies regularly make inquiries of us and, from time to time, conduct
examinations or investigations concerning our compliance with, among other things, insurance laws, securities laws, and
laws governing the activities of broker-dealers. Recently, there has been a significant increase in federal and state regulatory
activity relating to financial services companies, with a number of recent regulatory inguiries focusing on late-trading,
market timing and valuation issues. Financial services companies have also been the subject of broad industry inquiries by
state regulators and attorneys general which do not appear to be company-specific. We have had inquiries relating to market
timing and distribution practices in the past, and we continue to cooperate with the applicable regulatory authorities in these
matters. While no regulatory authority has ever taken action against us with regard to these inquiries, we may be subject ta
further related or unrelated inquiries or actions in the future.

It is not feasible to predict or determine the ultimate outcome of all legal or regulatory proceedings or to provide reasonable
ranges of potential losses. We believe that the outcomes of our litigation and regulatory matters are not likely, either
individually or in the aggregate, to have a material adverse effect on our consclidated financial condition, However, given the
large or indeterminate amounts sought in certain of these matters and the inherent unpredictability of litigation and reguiatory
matters, it is possible that an adverse outcome in certain matters could, from time to time, have a material adverse effect on
our results of operations or cash flows in particular quarterly or annual periods.

Changes in accaﬁnting standards issued by the Financial Accounting Standards Board or other standard-setting
bodies may adversely affect our financial statements,

Our financial statements are subject to the application of U.S. GAAP, which is periodically revised and/or expanded.
Accordingly, from time to time we are required to adopt new or revised accounting standards or guidance issued by
recognized authoritative bodies, including the Financial Accounting Standards Board. It is possible that future accounting
standards we are required to adopt could change the current accounting treatment that we apply to our consolidated financiat
statements and that such changes could significanily affect our reported financial condition and results of operations.

We may be adversely affected by the spin-off of PXP.

We intend to spin off our asset management business through a dividend of the stock of PXP to our stockholders. The spin-
off and related transactions pose certain risks. Additionally, our asset management business provides certain benefits, the
absence of which could have an adverse impact on our results of operations and financial position. Risks associated with our
decision to spin off the asset management business into an independent publicly-traded company may include, but are not
limited to, the following:

»  We expect to take actions to reduce expenses to offset costs that are currently allocated to the Asset Management
business. Our failure to effectively and expeditiously achieve these savings, along with the costs required to effect
the spin off, could increase our expense levels and thereby depress our profitability.

o We will be a smaller, less diversified company. We will have fewer sources of liquidity in our holding company,
and our primary source of liquidity will be dividends from our regulated life insurance subsidiary. These dividends
are subject to the carnings of our subsidiary and are restricted by the applicable laws of New York State. Constraints
on the dividend capacity of our subsidiary could adversely affect our ability to meet holding company obligations.

e We may have to re-negotiate or replace key agreements with third parties. We are dependent on certain third-party
relationships to maintain essential business operations. Existing agreements may be terminated or materially
modified upon the consummation of the spin off. Accordingly, we may have to re-negotiate or replace these
agreements and there can be no assurance that renegotiated or replaced terms or agreements will remain acceptable
to such third parties or us. An interruption in our continuing relationship with certain of these third parties or any
related material delay or inability to deliver essential services could materially affect our business operations and,
potentially, adversely affect our profitability.
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Item 1B. Unresolved Staff Comments

As of December 31, 2007, the Company had no unreselved SEC staff comments regarding its periodic or current reports.

Item 2. Properties

Our executive headquarters consist of our main office building at One American Row and one other building in Hartford,
Connecticut, which we own and occupy. We lease property in East Greenbush, New York and Greenfield, Massachusetts.
We also lease office space elsewhere in the U.S. as needed for our operations.

Item 3. Lepal Proceedings

We are regularly involved in litigation and arbitration, both as a defendant and as a plaintiff. In addition, various regulatory
bodies regularly make inquiries of us and, from time to time, conduct examinations or investigations concerning our
compliance with, among other things, insurance laws, securities laws, laws governing the activities of broker-dealers and
other laws and regulations affecting our registered products. It is not feasible to predict or determine the ultimate outcome of
all legal or regulatory proceedings or to provide reasonable ranges of potential losses. We believe that the outcomes of our
litigation and regulatory matters are not likely, either individually or in the aggregate, to have a material adverse effect on our
consolidated financial condition. However, given the large or indeterminate amounts sought in certain of these matters and
the inherent unpredictability of litigation and regulatory matters, it is possible that an adverse outcome in certain matters
could, from time to time, have a material adverse effect on our results of operations or cash flows in particular quarterly or
annual periods. See Item 1A, “Risk Factors” and Note 24 to our consolidated financial statements in this Form 10-K for
additional information.

Item 4. Submission of Matters to a Vote of Security Holders

No matter was submitted to a vote of our security holders during the fourth quarter of the fiscal year covered by this report.
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PART Il

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Market

Shares of our commeon stock trade on the New York Stock Exchange under the ticker symbol “PNX”, As of February 15,
2008, there were 231,187 registered holders of our common stock.

Unregistered Shares

We issued the following shares of common stock to eligible policyholders of Phoenix Life, effective as of June 25, 2001, in
connection with Phoenix Life’s demutualization on that date; 56,174,373 shares in 2001 and 5,430 shares in the six years
ended December 31, 2007. We issued these shares in exchange for their membership interests without registration in rellance
on an applicable exemption from registration under the Securities Act of 1933.

In 2007, we also issued 61,598 restricted stock units, or RSUs, to 12 of our independent directors, without registration in
reliance on an applicable exemption from registration under the Securities Act of 1933, Each RSU is potentially convertible
into one share of our common stock.

Stock Price’

The following table presents the intraday high and low prices for our common stock on the New York Stock Exchange for
the years 2007 and 2006. The year end closing price of our common stock was $11.87.

2007 2006
High Low High‘ Low
First Quarter $ 16.88 § 1344 § 1700 § 13.42
Second Quarter $ 1654 § 13.86 8§ 17.44 % 13.00
Third Quarter Y 1563 § 11.53 & 1494 % 12.92
Fourth Quarter $ 1448 3 11.44 § 1669 % 13.86

Dividends

In 2007 and 2006, we paid a dividend of $0.16 per share to shareholders of record on June 13, 2007 and June 13, 2006,
respectively. For a discussion of restrictions on our ability to pay dividends, see the Liquidity and Capital Resources section
of Management’s Discussion and Analysis of Financial Condition and Results of Operations in this Form 10-K.

Repurchases
Not applicable.
Stock performance

The following graph compares the cumulative total return on PNX Common Stock with the cumulative total returns of the
Standard & Poor’s 500 Stock Index and a peer group index selected by us (the “Peer Group Index”) for the period
December 31, 2002 through December 31, 2007.

The indices assume that $100 was invested on December 31, 2002 in PNX Common Stock, the Standard & Poor’s 500 Index
and the common stock of the Peer Group Index members, with dividends being reinvested. The Peer Group Index members
are: Iranklin Resources, Inc., Janus Capital Group, Inc. (formeriy Stilwell Financial Inc.), Lincoln National Corporation,
MetLife, Inc., Nationwide Financial Services, Inc., Principal Financial Group, Inc., Prudential Financial, Inc., T. Rowe Price
Group, Inc. and Waddell & Reed Financial, Inc. The Peer Group Index is capitalization-weighted.
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Cumulative Total Return
December 31, 2002 through December 31, 2007
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Item 6. Selected Financial Data . . -

Our selected historical consolidated financial data as of and for each of the five years in the period ended December 31, 2007
follows. We derived the balance sheet data for 2007 and 2006 and the income statement data for the years 2007, 2006 and
2005 from our consolidated financial statements in this Form 10-K. We derived the balance sheet data for 2005, 2004 and
2003 and the income statement data for the years 2004 and 2003 from audited consolidated financial statements not in this
Form 10-K. We have reclassified certain amounts'fo'r prior years td’confoim with our 2007 presentation.

We prepared the following financial data, other than statutory data, in conformny with accounting principles generally
accepted in the United States of America, or GAAP. We derived the’ statutory data from the Annual Statements of our Life
Companies filed with state insurance regulatory authorities and prepared it in accordance with statutory accounting practices
prescribed or permitted by state insurance regulators, which vary in certain material respects from GAAP.

The following should be read in conjunction with Management’s Discussion and Analysis of Financial Condition and Results
of Operations and our consolidated financial statements in this Form 10-K.
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Selected Financial Data:

(8 in millions, excep! per share data) 12007 2006 2005 2004 2003
Income Statement Data ' ’
Premiums $ 7983 § 8397 % 928.7 $ 9906 $ 1,042.2
[nsurance, investment management and . .

product fees 653.2 560.6 501.7 553.0 546.1
Mutual fund ancillary fees and other revenue 67.7 54.8 46.5 439 40.0
Net investment income i 1,060.4 1,045.9 [,100.3 1,074.0 1,109.9
Unrealized gain on trading equity securities — — — 859 —
Net realized investment gains (losses) (6.8) 76.5 34.2 10.8 {98.5)
Total revenues b 25728 § 25815 § 26114 8 27582 § 2,639.7
Total benefits and expenses $ 24123 3§ 2,440.1 § 24764 § 2,611.1  § 2,657.4
Income (loss) from continuing operations ) $ 1274 % 988 % 1079 % 907 S (1.5)
Income (loss) from discontinued operations,

net of income taxes’ (3.5) 1.1 0.5 (4.3} (4.7)
Net income {loss) 3 1239 % 99.9 § 1084 3§ 864 § (6.2)
Basic Earnings Per Share
Income {loss) from continuing operations 3 112  § . 089 % .14 § 096 § (0.02)
Net income (loss) by 1.09 §% 090 § 1.14 § 091 § (0.07)
Diluted Earnings Per Share ’
Income (loss) from continuing operations $§ 110 % 0.87 § 105 § 090 % (0.02)
Net income (loss) 3 107 § 088 § 106 § 086 § (0.07)
Dividends per share $ 0.16 § 0.16 § 0.16 8§ 0.16 % 0.16

Ratio of Earnings to Fixed Charges - .
Ratio of earnings to fixed charges( 1.8 1.7 1.8 1.8 —
Supplemental ratio of earnings to fixed charges — :

excluding interest credited on policyholder

contract balancest2x3) : 4.7 - 38 4.5 4.7 —

Balance Sheet Data

Cash and general account investments $§ 157399 § 16,1078 § 16,7172 $ 173346 §$§ 17,237.1
Total assets $ 302069 $§ 290072 $ 277123 $ 283593 $ 27,5592
Indebtedness $ 6277 -$° 6854 § 7519 § 6908 § 639.0
Total labilities $§ 279170 § 26771.1 $ 257052 $ 262992 § 2558838
Minority interest in net assets of ' '

consolidated subsidiaries $ — % — % — § 37.7  § 22.6
Total stockholders’ equity ' $ 22899 % 22361 $ 20071 § 20224 § 1,947.8
Third-party assets under management $ 425484 § 44)962.8. C§ 374229 . § 429085 $ 46,2605
Consolidated Statutory Data . . : .
Premiums, deposits and fees ’ $ 2,566.2 % 2,866.0 & 2,646.2 § 2,151.1  § 31,364.9
Net income (loss) $ (25.2) . S (1386 3§ 883 § 456 § {23.1)
Capital and surplust® $ 848.1 % 9325 § 8732 .% 8146 § 762.9
Asset valuation reserve, or AVR® . 2075 202.3 216.5 2212 200.0
Capital, surpius and AVR $ 1,0556 §$ 1,1348 § 1,087 3 1,0358 3 962.9

U} Due to our losses during 2003, the ratio of earnings to fixed charges for that year was less than 1:1. We would need $8.9 million in
additional earnings for the year 2003 to achieve a 1:1 coverage ratio.

This ratio is disclosed for the convenience of investors and may be more comparable to the ratio disclosed by other issuers of fixed
income securities, See Exhibit 12 to this report on Form 10-K for a reconciliation of the supplemental ratio of earnings to fixed charges.
) Due to our losses during 2003, the ratio coverages, excluding interest credited on policyholder contract balances, were less than 1:1. We
would need $8.9 million in additional eamings for the year 2003 to achieve a 1:1 coverage ratio.

In accordance with accounting practices prescribed by the New York State Insurance Department, Phoenix Life’s capital and surplus
includes $156.5 million, $156.5 million, $186.7 million, $186.7 million and $157.5 million of surplus notes outstanding at

December 31, 2007, 2006, 2005, 2004 and 2003, respectively.

The AVR is a statutory reserve intended to mitigate changes to the balance sheet as a result of fluctuations in asset values.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

FORWARD-LOOKING STATEMENTS

The discussion in this Form 10-K may contain forward-looking statemenis within the meaning of the Private Securities
Litigation Reform Act of 1995. We intend for these forward-looking statements to be covered by the safe harbor provisions of
the federal securities laws relating to forward-looking statements. These include statements refating to trends in, or
representing management's beliefs about our future strategies, operations and financial results, as well as other statements
including, but not limited to, words such as “anticipate,” “believe,” “plan," “estimate,” “expect,” "“intend,” "may,”
“should” and other similar expressions. Forward-looking statements are made based upon management's current
expectations and beliefs concerning trends and future developments and their potential effects on us. They are not
guarantees of future performance. Actual results may differ materially from those suggested by forward-looking statements
as a result of visks and uncertainties which include, among others: (i) changes in general market and business conditions,
interest rates and the debt and equity markets; (ii} the possibility that mortality rates, persistency rates or funding levels may
differ significantly from our pricing expectations; (iii} the availability, pricing and terms of reinsurance coverage generally
and the inability or unwillingness of our reinsurers to meet their obligations to us specifically; (iv} our dependence on
non-affiliated distributors for our product sales, (v} downgrades in our debt or financial strength ratings; (vi) our
dependence on third parties to maintain critical business and administrative functions; (vii) the ability of independent
trustees of our mutual funds and closed-end funds, intermediary program sponsors, managed account clients and
institutional asset management clients to terminate their relationships with us; (viii} our ability to attract and retain key
personnel in a competitive environment; (ix) the poor relative investment performance of some of our asset management
strategies and the resulting outflows in our assets under management; (x) the possibility that the goodwill or intangible
assets associated with our asset managemen! business could become impaired, requiring a charge to earnings; {(xi) the
strong compelition we face in our business from mutual fund companies, banks, asset management firms and other insurance
companies; (xii) our reliance, as a holding company, on dividends and other payments from our subsidiaries to meet our
financial obligations and pay future dividends, particularly since our insurance subsidiaries’ ability to pay dividends is
subject to regulatory restrictions; (xiii) the potential need to fund deficiencies in our Closed Block; (xiv) tax developments
that may affect us directly, or indirectly through the cost of, the demand for or profitability of our products or services;

(xv) other legisiative or regulatorv developments; (xvi) legal or regulatory actions; {xvii) changes in accounting standards;
{xviii} the potential effects of the spin-off of PXP on our expense levels, liguidity and third-party relationships; and (xix)
other risks and uncertainties described herein or in any of our filings with the SEC. We undertake no obligation to update or
revise publicly any forward-looking statement, whether as a result of new information, fiture events or otherwise.

o4
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Management’s discussion and analysis reviews our consolidated financial condition at December 31, 2007 and 2006; our
consolidated results of operations for the years 2007, 2006 and 2005; and, where appropriate, factors that may affect our
future financial performance. This discussion should be read in conjunction with “Selected Financial Data” and our
consolidated financial statements in this Form 10-K.

Business Overview and Earnings Drivers

We provide life insurance, annuity and investment products targeted at affluent and high-net-worth individuals and
institutions through a wide variety of third-party financial professionals and intermediaries. We operate two businesses and
report our results in two corresponding operating segments—Life and Annuity and Asset Management. The Life and Annuity
business encompasses a broad range of product offerings. In life insurance, our main focus is on permanent life insurance
(universal and variable universal life) insuring one or more lives, but we also offer a portfolio of term life insurance products,
In annuities, we offer deferred and immediate variable annuities with a variety of death benefit and guaranteed living benefit
options. The Asset Management business is operated as a multi-boutique model, in which individual portfolio management
teams manage distinct investment strategies but share ¢common distribution, administrative and operational support. In
addition, certain investment strategies are sub-advised by unaffiliated investment management companies. Asset
management products include open-end mutual funds, closed-end funds and separately managed accounts. Separately
managed accounts include assets managed within intermediary programs that are sponsored and distributed by non-affiliated
broker-dealers, as well as direct managed accounts which are sold and administered by us. In addition, we manage
institutional accounts and several structured finance products, such as collateralized debt obligations.

Not included in our two operating segments are interest expense, certain corporate expenses, as well as activities that do not
constitute reportable operating segments. These include the runoff of our group pension and guaranteed investment contract
businesses. See¢ Business—Description of Business—Corporate and Other.

Within our Life and Annuity segment, a substantial but gradually declining share of net income derives from the Closed
Block, which consists primarily of participating life insurance policies sold prior to our demutualization and initial public
offering in 2001. We do not expect the net income contribution from the Closed Block to deviate materially from its
actuarially projected path. See Note 5 to our consolidated financial statements in this Form 10-K for more information on the
Closed Block.

Apart from the Closed Block, our profitability in Life and Annuity is driven by interaction of the following elements:

s Mortality margins in our variable universal and universal life product lines. We earn cost of insurance (COI) fees

based on the difference between face amounts and the account values (referred to as the net amount at risk or NAR).

We pay policyholder benefits and set up reserves for future benefit payments on these products. We define mortality

margins as the difference between these fees and benefit costs. Montality margins are affected by:

»  Number and face amount of policies sold;

*  Actual death claims net of reinsurance relative to our assumptions, a reflection of our underwriting and actuarial
pricing discipline, the cost of reinsurance and the natural volatility inherent in this kind of risk; and

*  The policy funding levels or actual account values relative to our assumptions, a reflection of policyholder
behavior and investment returns.

s Fees on our life and annuity products. Fees consist primarily of asset- and premium-based fees (including mortality
and expense charges) which we charge on our variable life and variable annuity products, and depend on the
premiums collected and account values of those products. Fees also include surrender charges. Non-asset-based fees
are charged to cover premium taxes and non-deferrable or renewal commissions.

s Net investment income (NI11) earned on universal life and other policyholder funds managed as part of our general
account, less the interest credited to policyholders on those funds, as well as NIl earned on surplus that we allocate
in support of these products.

¢ Non-deferred expenses incurred in support of the business.

s The deferred policy acquisition cost amortization, which is based on the amount of expenses deferred, actual results
in each quarter and management’s assumptions about the future performance of the business.

» Net realized investment gains or losses on our general account investments.
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Under GAAP, premiums and deposits for variable life, universal life and annuity products are not recorded as revenues. For
certain investment options of variable products, deposits are reflected on our balance sheet as an increase in separate account
liabilities. Premiums and deposits for universal life, fixed annuities and certain investment options of variable annuitics arc
reflected on our balanice sheet as an increase in policyholder deposit funds. Premiums and deposits for other products are
reflected on our balance sheet as an increase in policy liabilities and accruals.

Within Asset Management, our profitability is primarily driven by the following factors:

o Investment management fees charged on average fee-earning assets under management. Depending on the product,
these fees can be based on average daily market values, beginning-of-quarter market values, or outstanding principal
values of the assets being managed. Assets under management are principaily driven by the following factors:

»  New deposits less redemptions (net flows) in the current period; and
*  Investment performance.

+ Employment and other operating expenses.
e Amortization of intangibles, principally related to acquired investment contracts.

An important difference between our businesses is that the Life and Annuity business requires us to hold capital and post
reserves against the various insurance and investment risks inherent in the business. We, therefore, view return on equity as
an important metric for this business. By contrast, out Asset Management business does not require significant capital. Thus,
while Asset Management has significant goodwill and intangibles related to past acquisitions, we do not view return on
equity as an important ongoing operating metric for this business, rather, we view earning before interest, taxes, depreciation
and amortization, or EBITDA, as an appropriate operating metric. EBITDA represents pre-tax operating income before
depreciation and amortization of intangibles.

Recent Developments
Spin-Off of Asset Management Business

On February 7, 2008, we announced our intention to spin off our asset management subsidiary, PXP, by way of a dividend of
PXP’s stock to the Company’s shareholders. The spin-off is intended to be tax free to the Company’s shareholders and the
spin-off and related transactions are expected to be completed in the third quarter of 2008. At this point, decisions regarding
the capital structure, expense and overhead support structure and other matters are under review and consideration.

Upon completion of the spin-off, our shareholders will have separate, publicly-traded ownership interests in the Company
and PXP. PXP will cohsist of the Company’s entire asset management business, with the exception of Goodwin Capital
Advisors, Inc., which will remain with the Company and continue to manage the Company’s general account assets, The
Company and PXP will be independent of each other and have separate boards of directors and management. To facilitate
PXP’s separation from the Company, each company will continue certain existing arrangements during a transition period
following completion of the spin-off.

.

Recent Acquisitions and Dispositions
PFG Holdings, Inc.

In 2003, we acquired the remaining interest in PFG Holdings, Inc., or PFG, the holding company for our private placement
operation. The initial purchase consideration was $16.7 million in addition to a contingent obligation for additional purchase
consideration based on the achievement of certain performance targets through 2007 and the appraised value of PFG as of
December 31, 2007. Through November 2007, we paid additionat consideration of $19.4 million, including $13.4 million,
$0.0 million and $3.0 million during 2(0{}7, 2006 and 2005 respectively. In November 2007, we amended the original
purchase agreement to extend the term of the agreement through the end of 2009 and to establish a more objective
mechanism to value PFG and calculate the final amount of contingent consideration. As a result, we may be obligated to
make additional cash payments of $17.6 million by June 2010 if certain performance targets are met through December
2009. Since the contingent payments arc based on the achievement of performance targets, the actual payments may be
lower. If the performance targets are exceeded, the actual payments may be higher, subject to a maximum of $77.1 million.
In accordance with EITF 95-8, Accounting for Contingent Consideration Paid to the Shareholders of an Acquired Enterprise
in a Purchase Business Combination, a portion of the contingent payments will be accounted for as goodwill, and the
amounts related to performance in excess of targets witl be expensed, if and when achieved.
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EMCO

On December 20, 2007, we sold all of the outstanding stock of Emprendimiento Compartido S.A., or EMCQ, an Argentine
wholly-owned subsidiary. We realized an after-tax loss of $4.8 million on this sale. EMCQ’s results are reported as a
discontinued operation in our financial statements included in this Form 10-K,

Harris Insight Funds

On May 18, 2006, we acquired the rights to advise, distribute and administer the Harris Insight® Funds, now known as the
Insight Funds from Harris Investment Management, Inc., or Harris. Harris continues to manage the majority of the Insight
Funds as subadviser. - - . :

Kayne Anderson Rudnick Investment Management, LLC

As a result of a step acquisition completed in 2005, PXP owns 100% of Kayne Anderson Rudnick Investment Management,
LLC, or KAR. In connection with the purchase, we issued promissory notes to the sellers in the amount of $67.0 million to
finance the remainder of the acquisition, of which $9.8 million was paid on January 3, 2006. The remainder plus deferred
interest was paid on January 2, 2007. The interest rate on the notes was 4.75%.

SCM Advisors, LLC (formerly known as Seneca Capital Management)

On May 2, 2005, we completed the acquisition of the minority interest in Seneca Capital Management, or Seneca, thereby
increasing our ownership to 100%. The effect of this acquisition was not material to our consolidated financial statements.

Aberdeen Asset Management, PLC

On January 14, 2005, we closed the sale of our equity holdings in Aberdeen Asset Management PLC, or Aberdeen, a United
Kingdom-based asset management company, for net proceeds of $70.4 million, resulting in an after-tax realized investment
loss of $7.0 million, in our 2005 consolidated statement of operations.

Lombard International Assurance S.A.

On January 11, 2005, we disposed of our interests in Lombard International Assurance S.A., or Lombard, for consideration
of $59.0 million. In the first quarter of 2007, 2006 and 2005, we realized after-tax gains of $8.9 million, §6.5 million and
$9.3 million, respectively, which included earn-out gain consideration received. We are not entitled to any additional
consideration related to this sale going forward.

W.S. Griﬁith Securities, Inc. and Main Street Management Company

Effective May 31, 2004, we sold our retail affiliated broker-dealer operations to Linsco/Private Ledger Financial Serviées, or
LPL. During 2005, we realized a gain of $1.5 million related to contingent consideration based on gross distribution
concessions earned by LPL during the first year following the sale,

Impact of New Accounting Standards

For a discussion of accounting standards, see Note 2 to our consolidated financial statements in this Form 10-K.
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Critical Accounting Estimates

The discussion and analysis of our financial condition and results of operations are based upon our consolidated financial
statements, which have been prepared in accordance with GAAP. GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the consolidated financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Critical accounting estimates are reflective of significant judgments, often as a result of the need to make estimates about the
effect of matters that are inherently uncertain. The following are areas that we believe require significant judgments:

Deferred Policy Acquisition Costs and Present Value of Future Profits

We amortize deferred policy acquisition costs and present value of future profits based on the related policy’s classification.
For individual participating life insurance policies, deferred policy acquisition costs and present value of future profits are
amortized in propottion 1o estimated gross margins. For universal life, variable universal life and accumulation annuities,
deferred policy acquisition costs and present value of future profits are amortized in proportion to estimated gross profits, or
EGPs. Policies may be surrendered for value or exchanged for a different one of our products (internal replacement). The
deferred policy acquisition costs balance associated with the replaced or surrendered policies is amortized to reflect these
surrenders.

Each year, we develop future EGPs for the products sold during that year. The EGPs for products sold in a particular year are
aggregated into cohorts. Future EGPs are projected for the estimated lives of the contracts. The amortization of deferred
policy acquisition costs and present value of future profits requires the use of various assumptions, estimates and judgments
about the future. The assumptions, in the aggregate, are considered important in the projections of EGPs. The assumptions
developed as part of our annual process are based on our current best estimates of future events, which are likely to be
different for each year's cohort. Assumptions considered to be significant in the development of EGPs include separate
account fund performance, surrender and lapse rates, interest margin, mortality, premium persistency, funding patterns and
expenses. These assumptions are reviewed on a regular basis and are based on our past experience, industry studies,
regulatory requirements and cstimates about the future.

To determine the reasonableness of the prior assumptions used and their impact on previously projected account values and
the related EGPs, we evaluaie, on a quarterly basis, our previously projected EGPs. Our process to assess the reasonableness
of our EGPs involves the usc of internally developed models, together with studies and actual experience. Incorporated in
each sccnario are our current best estimate assumptions with respect to separate account returns, surrender and lapse rates,
interest margin, mortality, premium persistency, funding patterns and expenses.

Underlying assumptions for future periods of EGPs are not altéred unless experience deviates significantly from original
assumptions. For example, when lapses of our insurance products meaningfully exceed levels assurned in determining the
amortization of deferred policy acquisition costs, we adjust amortization to reflect the change in future premiums or EGPs
resulting from the unexpected lapses. In the event that we were to revise assumptions used for prior year cohorts, our
estimate of projected account values would change and the related EGPs in the deferred policy acquisition cost amortization
model would be adjusted to reflect such change. This process is known as “unlocking”. Continued favorable experience on
key assumptions, which could include increasing separate account fund return performance, decreasing lapses or decreasing
mortality could result in an unlocking which would result in a decrease to deferred policy acquisition cost amortization and
an increase in the deferred policy acquisition costs asset, Finally, an analysis is performed periodically to assess whether
there are sufficient gross margins or gross profits to amortize the remaining deferred policy acquisition costs balances.

The separate account fund performance assumption is critical to the development of the EGPs related to our variable annuity
and variable life insurance businesses. As equity markets do not move in a systematic manner, We Use a mean reversion
method (reversion to the mean assumption), a common industry practice, to determine the future equity market growth rate
assumption used for the amortization of deferred policy acquisition costs. This practice assumes that the expectation for long-
term appreciation is not changed by minor short-term market fluctuations. The average long-term rate of assumed separate
account fund performance used in estimating gross profits was 6.0% (after fund fees and mortality and expense charges) for
the variable annuity business and 6.9% (after fund fees and monality and expense charges) for the variable life business at
both December 31, 2007 and 2006.
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We perform analysis with respect to the sensitivity of a change in the separate account performance assumption as it is
critical to the development of the EGPs related to our variabie annuity and variabie life insurance business. Equity market
movements have a significant impact on the account value of variable life and annuity products and the fees earned on these.
EGPs could increase or decrease with these movements in the equity market. Sustained and significant changes in the equity
markets could therefore have an impact on deferred policy acquisition cost amortization. Periodically, we also perform
analysis with respect to the sensitivity of a change in assumed mortality as it is critical to the development of the EGPs
related to our universal life insurance business.

As part of our analysis of separate account returns, we perform two sensitivity tests. If at December 31, 2007 we had used a
100 basis points lower separate account return assumption (after fund fees and mortality and expense charges) for both the
variable annuity and the variable life businesses and used our current best estimate assumptions for all other assumptions to
project account values forward from the current value to reproject EGPs, the estimated increase to amortization and decrease
to net income would be approximately $2.3 million, after-tax.

If, instead, at December 31, 2007 we had used a 100 basis points higher separate account return assumption (after fund fees
and mortality and expense charges) for both the variable annuity and variable life businesses and used our current best
estimate assumptions for all ather assumptions to project account values forward from the current value to reproject EGPs,
the estimated decrease to amortization and increase to net income would be approximately $2.2 million, after-tax.

These revisions are not currently required or anticipated.
Policy Liabilities and Accruals

Reserves are liabilities representing estimates of the amounts that will come due to our policyholders at some point in the
future. GAAP prescribes the methods of establishing reserves, allowing some degree of managerial judgment.

See Note 2 to our consolidated financial statements and the Enterprise Risk Management section of Management’s
Discussion and Analysis of Financial Condition and Results of Operations in this Form 10-K for more information.

Goodwill and Other Intangible Assets

For goodwill and intangible assets, we perform impairment tests at the reporting-unit level at least annually. For definite-
lived intangible assets, we test for impairment whenever events or changes in circumstances indicate that its carrying amount
may not be recoverable. In 2045, in conjunction with the conversion of our Asset Management business to a wholly owned
structure, we consolidated our asset management related goodwill into a single reporting unit for purposes of goodwill
impairment testing. For purposes of the impairment test for our asset management-related goodwill, the fair value of the
reporting unit is based on the sum of: a multiple of revenue plus the fair value of the unit’s tangible fixed assets. For goodwill
in our Life and Annuity segment, we calculate the fair value of the reporting unit based on the sum of its statutory book
value, value of business in force and value of estimated new business. For purposes of indefinite-lived intangible assets, we
calculate the fair value of the assets as a multiple of revenue. For purposes of definite-lived intangible assets, we calculate the
fair value based on projected cash flows. For intangible assets with definite lives, all amortization expense has been, and
continues to be, calculated on a straight-line basis.

See Note 9 to our consolidated financial statements in this Form 10-K for more information.

Valuation of Debt and Equity Securities

We classify our debt and equity securities held in our general account, as well as those pledged as collateral, as
available-for-sale and report them in our balance sheet at fair value. Fair value is based on quoted market price, where
available. When quoted market prices are not available, we estimate fair value by discounting debt security cash flows to

reflect interest rates currently being offered on similar terms to borrowers of similar credit quality, by quoted market prices
of comparable instruments and by independent pricing sources or internally developed pricing models. ‘
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Fair Value of General Account Fixed Maturity Securities As of December 31, 2007
by Pricing Source: ' Fixed % of

(5 in millions) Maturities Total
at Fair Value Fair Value

Priced via independent market quotations 8 7,638.9 63.9%
Priced via matrices 2,709.2 22.6%
Priced via broker quotations 1,057.2 8.8%
Priced via other methods 503.9 4.2%
Short-term investments* 60.8 0.5%
Total S 11,970.0 100.0%

*Short-term investments are valued at amortized cost, which approximates fair value.

Investments whose value is considered by us to be other-than-temporarily impaired are written down to fair value as a charge
to net realized investment losses included in our earnings. The assessment of whether impairments have occurred is based on
management’s case-by-case evaluation of the underlying reasons for the decline in fair value. We consider a wide range of
factors about the security issuer and use our best judgment in evaluating the cause of the decline in the estimated fair value of
the security and in assessing the prospects for near term recovery. Inherent in our evaluation of the security are assumptions
and estimates about the operations of the issuer and its future earnings potential. Considerations we use in the impairment
evaluation process include, but are not limited to:

o the length of time and the extent to which the market value has been below cost or amortized cost;

o the potential for impairments of securities when the issuer is experiencing significant financial difficulties;

« the potential for impairments in an entire industry sector or sub-sector; ‘

¢ our ability and intent to hold the security for a period of time sufficient to allow for recovery of its value;

¢ unfavorable changes in forecasted cash flows on asset-backed securities; and

« other subjective factors, including concentrations and information obtained from regulators and rating agencies.

The cost basis of these written-down investments is adjusted to fair value at the date the determination of impairment is
made. The new cost basis is not changed for subsequent recoveries in value. For mortgage-backed and other asset-backed
debt securities, we recognize income using a constant effective yield based on anticipated prepayments and the estimated
economic lives of the securities. When actual prepayments differ significantly from anticipated prepayments, the effective
yield is recalculated to reflect actual payments to date and any resulting adjustment is included in net investment income. For
certain asset-backed securities, changes in estimated yield are recorded on a prospective basis and specific valuation methods
are applied to these securities to determine if there has been an other-than-temporary decline in value. We report mortgage
loans at unpaid principal balances, net of valuation reserves on impaired mortgages. We consider a mortgage loan to be
impaired if we believe it is probable that we will be unable to collect all amounts of contractual interest and principal as
scheduled in the loan agreement. We do not accrue interest income on impaired mortgage loans when the likelihood of
collection is doubtful.

See Note 10 to our consolidated financial statements and the Debt and Equity Securities and Enterprise Risk Management
sections of Management’s Discussion and Analysis of Financial Condition and Results of Operations in this Form 10-K. for
more information,

Deferred Income Taxes

We account for income taxes in accordance with SFAS 109, Accounting for Income Taxes. The deferred tax assets and/or
liabilities are determined by multiplying the differences between the financial reporting and tax reporting basis for assets and
liabilities by the enacted tax rates expected to be in effect when such differences are recovered or settled. The effect on
deferred taxes of a change in tax rates is recognized in income in the period that includes the enactment date. Valuation
allowances on deferred tax assets are estimated based on our assessment of the realizability of such amounts.

We have elected to file a consolidated federal income tax return for 2007 and prior years. Within the consolidated tax return,

we are required by regulations of the Internal Revenue Service, or IRS, to segregate the entities into two groups: life

insurance companies and non-life insurance companies. We are limited as to the amount of any operating losses from the

non-life group that can be offset against taxable income of the life group. These limitations may affect the amount of any

operating loss carryovers that we have now or in the future. . \
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As of December 31, 2007, we had deferred tax assets of $54.4 million and $20.1 million related to net operating and capital
losses, respectively, for federal income tax purposes and $14.5 million for state net operating tosses. The related federal net
operating loss carryovers of $155.4 million are scheduled to expire between the vears 2019 and 2027. The related federal
capital loss carryovers of $57.4 million are scheduled to expire in 2010 and 2011. The related state net operating loss
carryovers relate to the non-life subgroup and are scheduled to expire as follows: $58.0 million in 2012 through 2016 and
$125.3 million in 2019 through 2026. Due to the imability to combine the life insurance and non-life insurance subgroups for
state income tax purposes, we had established a $14.5 million and a $15.7 million valuation allowance at the end of 2007 and
2006, respectively, relative to the state deferred tax assets. '

As of December 31, 2007, we had deferred income tax assets of $14.3 million related to foreign tax credit carryovers, which
are expected to expire between the 2011 and 2016 tax years.

As of December 31, 2007, we had deferred income tax assets of $29.8 million related to general business tax credit
carryovers, which are expected to expire between the years 2022 and 2026.

We have determined, based on our earnings and future income, that it is more likely than not that the deferred income tax
assets after valuation allowance recorded as of December 31, 2007 and 2006 will be realized. In determining the adequacy of
future income, we have considered projected future income, reversal of existing temporary differences and available tax
planning strategies and actions that could be implemented, if necessary.

Our federal income tax returns are routinely audited by the IRS, and estimated provisions are routinely provided in the
financial statements in anticipation of the results of these audits. Unfavorable resolution of any particular issue could result in
additional use of cash to pay liabilities that would be deemed owed to the IRS. Additionally, any unfavorable or favorable
resolution of any particular issue could result in an increase or decrease, respectively, to our effective income tax rate to the
extent that our estimates differ from the ultimate resolution. As of December 31, 2007, we had current taxes payable of $25.0
million.

See Note 16 to our consolidated financial statements in this Form 10-K for more information related to income taxes.
Pension and other Postemployment Benefits

See Note 18 to our consolidated financial statements in this Form 10-K for more information on our pension and other
postemployment benefits.
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Consolidated Results of Operations

Summary Consolidated
Financial Data:

(3 in millions, except per share data)

REVENUES

Premiums

Insurance, investment management
and product fees

Mural fund ancillary fees and
other revenue

Investment income, net of expenses

Net realized investment gains (losses)

Total revenues

BENEFITS AND EXPENSES

Policy benefits, excluding policyholder
dividends

Policyholder dividends

Policy acquisition cost amortization

Intangible asset amortization

Intangible asset impairments

Interest expense on indebtedness

Interest expense on non-recourse
collateralized obligations

Other operating expenses

Total benefits and expenses

Income from continuing operations
before income taxes
Applicable income tax expense

Income from continuing operations
Income (loss) from discontinued
operations, net of income taxes

Net income

Earnings per share:
Basic

Diluted

Weighted-average common shares
outstanding (in millions)

Weighted-average common shares
outstanding and dilutive potential
common shares
(in millicns)

Executive Overview and Qutlook

Years Ended December 31,

Increase {decrease) and
percentage change

2007 2006 2005 2007 vs. 2006 2006 vs. 2005
7983 § 8397 § 9287 (41.4) (5%) $  (89.0) (10%)
653.2 560.6 501.7 92.6 17% 589 12%
67.7 548 46.5 12.9 24% 8.3 18%

1,060.4 1,049.9 1,100.3 10.5 1% (50.4) (5%)
(6.8) 76.5 34.2 (833)  (109%) 423 124%

2,572.8 15815  2,6114 8.7 0% (29.9) (1%)
1,303.7 1,331.5 1,376.7 (27.8) (2%) (45.2) (3%)
380.0 399.1 364.4 (19.1) (5%) 34.7 10%
198.7 1487 132.1 50.0 34% 16.6 13%
30.4 320 338 (1.6) (5%) (1.8) (5%)

— 325 10.6 (32.5)  (100%) 21.9 207%
44.2 49.2 46.6 (5.0) (10%) 26 6%
15.4 18.7 29.4 (3.3) (18%) (10.7) (36%)

439.9 4284 482.8 1.5 3% (54.4) (11%)

2,412.3 2,440.1 2,476.4 (27.8) (1%) (36.3) (%)
160.5 1414 135.0 19.1 14% 6.4 5%
(33.1) (42.6) (27.1) 9.5 (22%) (15.5) 57%
127.4 98.8 107.9 8.6 29% (9.1) (8%)
(3.5) 1.1 0.5 (4.6)  (418%) 0.6 120%
1239 § 999 § 1084 24.0 24% $§___ (85 (8%)
109 §  0.90 1.14 0.19 21% $  (0.24) (21%)
107 $§ 088 $ 106 0.19 2% $__ (0.18) (17%)
114.1 110.9 95.0 32 3% 15.9 17%
116.0 113.2 102.4 2.9 3% 10.8 11%

Analysis of Consolidated Results of Operations and Qutiook

2007 vs, 2006

Qur 2007 results reflect the growth of our inforce business and funds on deposit in our life and annuity products over the last
several years. Consolidated net income for the year was $123.9 million, or $1.07 per diluted share, up 24% from the prior

year.

Net income in our Life and Annuity segment improved slightly in 2007 to $147.6 million, up from $144.8 miilion in the prior

year. This result reflected improvements in mortality margin, fees, and net investment income, largely offset by higher

non-deferred expenses, reflecting investments in the growth of new distribution and business initiatives, and by amortization

of deferred policy acquisition costs.
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Mortality margins in universal life and variable universal life products increased $55.2 million in 2007, reflecting-a §78.1
million increase in cost of insurance fees, only partially offset by a $22.9 million increase in benefits. While fluctuations in
mortality are inherent in our business, this improvement primarily reflects growth in the block of business over recent years.
Fee revenues increased $12.5 million in 2007 for asset-based fees. Net investment income on surplus and assets supporting
the open-block traditional life products increased $11.2 million in 2007. Non-deferred expenses increased as we invested in
new product development and sales growth. In addition, higher mortality margins and increasing inforce blocks created
higher amortization expense of $198.5 million in 2007, compared with $152.1 millton in 2006. Amortization in 2007 also
increased $4.1 million due to an unlocking of assumptions, while 2006 amortization was lowered $19.1 million for an
unlocking in that year.

Asset Management segment net income improved in 2007 to a gain of $3.6 million, from a loss of $25.8 miilion in the prior
year. The main driver of this improvement was an impairment charge on intangible assets taken in 2006 that did not récur in
the current year. However, we also saw a modest improvement of $6.2 million in fee revenues from higher average assets
under management, resulting mainly from mutual fund assets. Assets under management at December 31, 2007 were $42.5
billion, down slightly from the prior year primarily due to net redemptions from our managed accounts and institutional
products, as well as negative performance in institutional products. Asset Management had net outflows of $513.1 million in
2007, an improvement over net outflows of $4,030.8 million in the prior year.

We incurred a net loss of $27.3 million in Corporate and Other during 2007, increased from a loss of $19.1 million in the
prior year. The primary drivers were after-tax realized investment losses of $5.8 million, net of offsets, in 2007 compared
with net gains of $21.0 miilion in 2006. This increase in net loss was mainly driven by debt security impairments taken
during 2007 as credit markets deteriorated and by a large gain on a collateralized debt obligation in 2006 that did not recur in
2007. Impairments taken on structured finance products, which are in part backed by sub-prime mortgages, were $21.5
million after-tax in 2007. Partially offsetting these increases in net loss were expense reductions and lower interest expense
from the repayment of surplus notes and promissory notes in late 2006 and early 2007, respectively.

Our effective income tax rate was lower in 2007 than in 2006 in part due to the release of a valuation allowance that was
previously established due to uncertainty about our ability to utilize foreign tax credits. During 2007, we determined that we
would be able to utilize foreign tax credits on our future tax returns and released the valuation allowance.

2006 vs. 2005
Our 2006 consolidated net income was $99.9 million, or $0.88 per diluted share, down 8% from the prior year.

Net income in our Life and Annuity segment decreased from 2005 to 2006 by $19.0 million. This decrease was primarily
driven by net realized investment losses, lower interest margin and higher amortization of deferred policy acquisition costs.
Life and Annuity realized investment losses increased $23.7 million to a net loss of $1.0 million in 2006, due to a $35.1
million gain on the settlement of stock purchase contracts in 2005 that did not recur in 2006. Also, the interest margin in
2006 was $11.2 million lower than during the prior year, reflecting the effects of a $30.8 million decrease in investment
income on assets backing universal life and annuity liabilities with only a $19.6 million decrease in interest credited on those
liabilities. [n addition, the growth of policies inforce contributed to an increase in amortization expense in 2006 which more
than offset the $19.1 million reduction to amortization that resulted from a 2006 unltocking of assumptions. Total
amottization expense in 2006 was $152.1 million, $37.6 million higher than in the prior year.

Partially offsetting these decreases to Life and Annuity net income were an increase in mertality margin of $36.5 million and
higher net investment income on surplus and assets supporting the open-block traditional life products: Non-deferred
expenses were also $19.8 million lower in 2006 than in 2005,

Asset Management segment results decreased to a net loss of $25.8 million in 2006 compared with a net loss of $14.4 mitlion
in 2005. This was primarily driven by a higher intangible asset impairment of $32.5 million during 2006. In addition, fee
revenues were $19.7 million lower in 2006, due to lower average assets, exciuding money market mutnal funds under
management. Partially offsetting these decreases were lower expenses driven by lower employment expenses.

We incurred loss of $19.1 million in Corporate and Other during 2007, a $31.4 million improvement from a loss of $50.5
million in the prior year. The primary drivers were after-tax realized investment gains of $21.0 million, compared with net
realized losses of $2.6 million in 2005, and lower expenses, The increase in net realized gains was mainly driven by a large
gain on a collateralized debt obligation in 2006. In addition, allocated expenses were $7.0 million lower in 2006 than in
2005.
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Analysis of Consolidated Financial Condition

Stockholders’, equity increased during 2007 by $53.8 million to $2,289.9 million at December 31, 2007 primarily due to net
income of $123.9 and share-based compensation expense of $14.0 million during the year, partially offset by other
comprehensive losses of $63.5 million and payment of a stockholder dividend of $18.4 million. Total assets increased
$1,199.7 million to $30,206.9 mitlion at December 31, 2007, primarily due to higher deferred policy acquisition costs related
to product sales and higher separate account assets related to both new deposits and market performance. These increases
were partially offset by lower fair values of debt securities, driven by widening credit spreads.

Income Taxes

The effective tax rate for 2007, 2006 and 2005 was 20.6%, 30.1% and 20.1%, respectively. The principal cause of the
difference between the effective rate and the U.S. statutory rate of 35% for 2007 was investment income not taxed (i.c.,
dividend received deduction, or DRD, and low income housing tax credits) and the reversal of the valuation allowance
relative to foreign tax credit carryovers. For 2006, the principal cause was investment income not taxed (i.e., dividend
received deduction, or DRD, and low income housing tax credits). Income taxes paid (received) in 2007, 2006 and 2005 were
$6.4 million, $0.9 million and $(25.4) million, respectively. See Note 16 to our consolidated financial statements in this Form
10-K for more information related to income taxes.

Effects of Inflation
For the years 2007, 2006 and 2003, inflation did not have a material effect on our consolidated results of operations.
Results of Operations by Segment

In managing our business, we analyze segment performance on the basis of “operating income” which does not equate to
“net income” as determined in accordance with GAAP. Rather, it is the measure of profit or loss used by the Company to
evaluate performance, allocate resources and manage our operations.

Operating income is calculated by excluding realized investment gains (losses) and certain other items because we do not
consider them to be related to the operating performance of our segments. The size and timing of realized investment gains
and losses are often subject to our discretion. Certain other items are also excluded from operating income if, in our opinion,
they are not indicative of overall operating trends. While some of these items may be significant components of net income
in accordance with GAAP, we believe that operating income, and measures that are derived from or incorporate operating
income, are appropriate measures that are useful to investors because they identify the earnings attributable to the ongoing
operations of the business.

The criteria used to identify an item that will be excluded from operating income include: whether the item is infrequent and
is material to the segment’s income; or whether it results from a change in regulatory requirements, or relates to other
unusual circumstances. Items excluded from operating income may vary from period to period. Because these items are
excluded based on our discretion, inconsistencies in the application of our selection criteria may exist. Operating income, and
other measures that are derived from or incorporate operating income, are not substitutes for net income determined in
accordance with GAAP and may be different from similarly titled measures of other companies. However, the Company
believes that the presentation of operating income as measured for management purposes enhances the understanding of
results of operations by highlighting the results from ongoing operations and the underlying profitability factors of our
business.

Segment Allocations

We allocate capital to our Life and Annuity segment based on risk-based capital, or RBC, for our insurance products. We
used a 300% risk-based capital ratio for allocations in 2005 through 2007. Capital within our Life Companies that is
unallocated is included in Corporate and Other. We allocate capital to our Asset Management segment on the basis of the
historical capital within that segment. We allocate net investment income based on the assets allocated to the segments. We
allocate tax benefits related to tax-advantaged investments to the segment that holds the investment. We allocate certain costs
and expenses to the segments based on a review of the nature of the costs, time studies and other methodologies.
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Results of Operations by Segment as Reconciled to Consolidated Net Income:

(% in millions)

Life and annuity segment
Asset management segment
Venture capital segment
Corporate and other
Applicable income tax expense

Income (loss) from discontinued operations, net of income taxes
Realized investment gains (losses), net of income taxes and other offsets

Other costs, net of income taxes

Net income

Life and Annuity Segment

Summary Life and Annuity
Financial Data:

(S in millions)

Results of Operations

Premiums

Insurance, investment management
and product fees

Net investment income

Total segment revenues

Policy benefits, including
policyholder dividends

Policy acquisition cost amortization

Other operating expenses

Total segment benefits and expenses

Operating income before income taxes
Allocated income tax expense

Operating income
Realized investment gains (losses),

net of income taxes and other offsets
Other costs, net of income taxes

Net income

2007 vs. 2006

Years Ended December 31,

Years Ended December 31,

2007 2006 2005
$ 2157 % 2137 § 1925
" 74 (28.6) (10.5)

— — 14.8
(47.5) (62.0) (71.3)
(40.3) (36.0) (24.9)
(3.5) 1.1 0.5

(7.9) 20.8 19.8
— 9.1 (12.5)

$ 1239 $ 999 $ 1084

Increase (decrease) and
percentage change

2007 2006 2005 2007 vs. 2006 2006 vs. 2005
7983 § 8397 § 9287 $  (41.4) (5%) §  (89.0) (10%)
506.7 407.2 3247 995 - 24% 82.5 25%
1,001.4 1,000.9 1,027.7 10.5 1% (26.8) (3%)
2,316.4 22478 2,811 68.6 3% (33.3) (1%)
1,672.1 1,675.9 1,746.1 (3.8) 0% (70.2) (4%)
1985 1521 114.5 46.4 31% 376 33%
2304 . 206.1 228.0 24.0 12% {21.9) (10%)
2,100.7 2,034.1 2,088.6 66.6 3% (54.5) (3%)
215.7 213.7 192.5 2.0 1% 21.2 1%
(66.5) (67.9) (51.3) 1.4 (2%) (16.6) 32%
149.2 145.8 141.2 34 2% 4.6 3%
(1.6) (1.0) 227 {0.6) 60% (23.7) (104%)
— — (0.1) — 0% 0.1 100%
1476 $ 1448 S 1638 § 2.8 2% §__ (19.0) (12%)

Life and Annuity net income and operating income increased primarily as a result of an increase in insurance, investment
management and product fees, offset by an increase in policy acquisition cost amortization and other operating expenses.

Total revenues increased due to significant increases to insurance, investment management and product fees, primarily cost
of insurance fees, resulting from higher sales and growth of in-force business. Our separate account based fees increased due

to higher funds on deposit driven by positive investment performance and higher annuity sales. Fees associated with

investment management of our underlying funds also increased. Partially offsetting these increases was a decrease in renewal

premiums in our Closed Block.

Total segment benefits and expenses increased primarily due to the following:

s Policy acquisition cost amortization increased for variable universal and universal life due to the effects of
unlockings in both years. The 2007 unlocking increased amortization by $4.1 million, while the 2006 unlocking
decreased amortization by $19.1 million. The 2007 amortization was also higher due to an increase in insurance
margins for universal life due to higher cost of insurance charges, offset by higher death benefits. Amortization for
the annuity line decreased because of the unlocking that increased the amortization in 2006,

»  Other operating expenses, which includes non-deferrable policy acquisition costs and general and administrative costs,
increased due to higher incentive accruals resulting from improved company performance and higher technology and
infrastructure expenses, reflecting investments in the growth of new distribution and business initiatives.
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2006 vs. 2005

Life and Annuity net income and operating income reflect higher investment margins in life products and favorable mortality
and persistency. Investment margins for annuities declined modestly in 2006, primarily due to higher investment gains in
2005. In 2006, Life and Annuity benefited from an unlocking of assumptions, primarily related to deferred policy acquisition
costs. The effects of the unlocking decreased insurance product fee revenues by $3.5 million, increased the change in
policyholder reserves by $7.4 million and decreased deferred policy acquisition cost amortization by $19.1 million for a net
increase of $8.2 million. This compares to an unlocking benefit of $23.8 million in 2005.

Premium revenue decreased due to lower renewal premiums in our Closed Block. Since our demutualization in 2001, we no
longer sell participating life policies. The decline in renewal premiums is significantly offset by the release of policy
reserves, which lowers policyholder benefit costs.

Insurance, investment management and product fees increased primarily due to higher universal life fees from growth in both
sales and policies in force, partially offset by modestly lower variable universal life fees. See discussion of “Life and Annuity
Segment Revenues by Product” that follows for additional information.

Policy benefits, including policyholder dividends, decreased primarily due to lower benefit and changes in reserves for
participating life insurance, primarily related to lower renewal premiums and lower scheduled withdrawals for corporate-
owned life insurance. In addition, dividend expense was lower and interest credited for annuities declined in 2006. Dividend
expense decreased due to the change in the dividend scale in the fourth quarter of 2005, partially offset by an increase in the
change for the policyholder dividend obligation. Interest credited for annuities decreased due to the decline in general
account funds on deposit, related primarily to discontinued products. These decreases were partially offset by higher benefit
costs for universal life, which resulted from growth of policies in force.

Policy acquisition cost amortization increased primarily due to higher amortization for universal life resulting from growth of
policies in force and the effects of unlocking.

Other operating expenses decreased primarily due to lower non-deferred expenses and modestly lower non-deferred
cOmMmission expenses.

Allocated income taxes increased primarily due to higher operating income before income taxes and the absence of tax
benefits recorded in 2005 that were associated with the resolution of certain tax matters with the IRS,

| Annuity Funds on Deposit: Years Ended December 31,

| (8 in millions) 2007 2006 2005

} Deposits 5 1,030.3 § 1,4439 % 1,113.5
Performance and interest credited 7833 949.6 5458

‘ Fees ) {72.6) (70.9y - (63.0)

| Benefits and surrenders (1,189.1) (1,683.1) (1,261.1)
Change in funds on deposit 551.9 639.5 335.2
Funds on deposit, beginning of period 8,677.6 8,038.1 7,702.9
Annuity funds on deposit, end of period $ 92205 3 86776 § 80381

2007 vs. 2006

Annuity funds on deposit increased by $551.9 million in 2007 compared to an increase of $639.5 million in 2006. This
change was due to lower overall deposits and performance, offset by lower benefits and surrenders on our discontinued
annuity funds. 2006 deposits were higher, largely due to a large private placement deposit of $886.8 million in the fourth
quarter. 2006 surrenders were higher from our discontinued annuity products and due to a $206.6 million scheduled maturity
from an institutionally-placed contract in 2006.

2006 vs. 2005

Annuity funds on deposit increased $639.5 million in 2006 compared to an increase of $335.2 miltion in 2005. This change
| was due to higher deposits in 2006, including a large private placement deposit of $886.8 million in the fourth quarter, and
| stronger relative investment performance, partially offset by higher benefits and surrenders, including a $206.6 million

scheduled maturity from an institutionally-placed contract in 2006.
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Variable Universal Life Funds on Deposit:

(% in millions)

Deposits

Performance and intcrest credited
Acquisitions

Fees and cost of insurance
Benefits and surrenders

Change in funds on deposit
Funds on deposit, beginning of period

Variable universal life funds on deposit, end of period

2007 vs. 2006

Variable universal life funds on deposit increased by $383.2 million in 2007 compared to an increase of $213.1 million in
2006. This change was due to higher deposits and business assumed by our private placement business, partially offset by

lower performance.

2006 vs. 2005

Variable universal life funds on deposit increased by $213.1 million in 2006 compared to an increase of $156.7 million in
2005. This improvement was primarily due to higher relative investment performance, partiatly offset by higher surrenders
and benefits and lower deposits in 2006. '

Universal Life Funds on Deposit:
(8§ in millions)

Deposits

Interest credited

Fees and cost of insurance
Benefits and surrenders

Change in funds on deposit
Funds on deposit, beginning of period

Universal life funds on deposit, end of period

2007 vs. 2006

Years Ended December 31,

2007 2006 2005
$ 2130 § 1825 § 217.9
195.3 259.9 141.5
218.8 R —
(113.4) (106.2) (104.9)
(130.5) - (123.1) (97.8)
3832 213.1 156.7
23129 2,099.8 1,943.1
$ 26961 $ 23129 $ 20998

Years Ended December 31,

2007 2006 2005
$ 5409 § 4171 S 297.8
86.3 79.6 78.7
(307.5) (221.5) (136.7)
(99.9) {105.2) (116.3)
219.8 170.0 1234
1,904.1 1,734.1 1,610.7
S 21239 S 19041 5 1,734.1

Universal life funds on deposit increased $219.8 million in 2007 compared to $170.0 million in 2006 primarily as a result of
sales growth, higher interest credited and lower surrenders, partially offset by the increases to fees and cost of insurance.

2006 vs. 2005

Universal life funds on deposit increased $170.0 million in 2006 compared to an increase of $123.4 million in 2005. This
improvement was primarily due to higher deposits and lower benefits and surrenders, partially offset by higher fees and cost

of insurance charges in 2006.

Life and Annuity Segment Revenues
by Product:
(3 in millions)

Variable universal life insurance
Universal tife insurance
Other life insurance

Total core life insurance
Traditional life insurance

Total life insurance
Annuities

Segment revenues

Increase (decrease) and

As of December 31, percentage change

2007 2006 2005 2007 vs. 2006 2006 vs. 2005
$ 1309 § 1213 % 1226 $ 9.6 8% $ (1.3) (1%)
4229 3323 239.7 90.6 27% 92.6 39%
7.2 6.9 5.6 0.3 4% 1.3 23%
561.0 460.5 367.9 100.5 22% 92.6 25%
1,574.4 1,582.3 1,675.7 (7.9) 0% (93.4) (6%)
2,135.4 2,042.8 2,043.6 92.6 5% (0.8) 0%
181.0 205.0 2375 {24.0) (12%) (32.5) ©(14%)
$ 23164 § 22478 § 22811 § 68.6 3% § (33.3) (1%)
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2007 vs. 2006

Variable universal life insurance revenue increased primarily from higher cost of insurance charges and higher asset-backed
fees resulting from growing funds.

Universal life insurance revenue increased primarily due to higher fees and cost of insurance charges from the growth of
in-force business and increased investment earnings from higher funds on deposit.

Annuity revenue decreased primarily due to lower interest earned as the result of the decline in funds on deposit in general
account funds primarily from discontinued products, offset by an increase in separate account fees on higher asset balances.

2006 vs. 2005

Variable universal life insurance revenue decreased modestly with lower fees being partially offset by higher investment
eamnings and cost of insurance charges.

Universal life insurance revenue increased due to higher cost of insurance fees from growth of in-force business, increased
investment earnings from higher funds on deposit and increased fees from higher sales in 2006,

Traditional life insurance revenue decreased primarily due to lower renewal premiums and slighﬂy lower investment income.
Since our demutualization in 2001, we no longer sell participating life insurance policies.

Annuity revenue decreased primarily due to lower interest earned as a result of the decline in funds on deposit in general
account funds, primarily for discontinued products.

[ncrease (decrease) and

80';'rl;‘t’islilti‘;’:}g&:;i‘;:g::‘";::gﬁ Years Ended December 31, percentage change
Taxes by Product: 2007 2006 2005 2007 vs. 2006 2006 vs. 2005
(3 in millions)
Variable universal life insurance 5 411 % 527§ 696 $ (11.6) (22%) 5§ (169 (24%)
Universal life insurance 59.6 533 47.9 6.3 12% 5.4 11%
Other life insurance 0.5 2.7 1.5 (2.2) (81%) 1.2 80%
Total core life insurance 101.2 108.7 119.0 (7.5) (7%) (10.3) (9%)
Traditional life, excluding Closed Block 277 312 (N (3.5) (11%) 42.9 367%
Traditional life, Closed Block 67.0 69.8 73.2 (2.8) (4%) (3.4) (5%)
Traditional life insurance 94.7 101.0 61.5 (6.3) (6%) 39.5 64%
Total life insurance 195.9 209.7 180.5 (13.8) (7%) 29.2 16%
Annuities 19.8 4.0 12.0 15.8 395% (8.0) (67%)
Operating income before

income faxes $ 2157 § 2137 0§ 1925 § 2.0 1% 3 21.2 11%

2007 vs. 2006

Variable universal life pre-tax operating income decreased due to a deferred policy acquisition cost unlecking in 2006 that
did not recur in 2007, partially offset by increases in cost of insurance charges and asset-based fees from higher funds under
management and lower death benefits.

Universal life pre-tax operating income increased due to higher fees, cost of insurance charges and investment income
resulting from higher sales and funds under management, This was partially offset by an increase in death benefits,
non-deferred operating expenses, interest paid on higher funds under management and an increase in policy acquisition cost
amortization due to higher insurance margins.

Traditional life, excluding Closed Block, pre-tax operating income decreased due to the receipt of investment income make-
whole premiums in 2006 that did not repeat in 2007,

Annuity pre-tax operating income increased due to lower policy acquisition cost amortization because there was a $15.3
million less from unlocking in 2006 but a more modest $2.0 million gain from unlocking in 2007,
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2006 vs. 2005

Variable universal life pre-tax operating income decreased primarily due to higher amortization of deferred policy
acquisition costs related to unlocking in 2006 versus 2005 and higher claims in 2006. The effect of unlocking decreased
amortization of deferred policy acquisition costs by $17.0 million in 2006 compared to a reduction of $29.1 million in 2005.

Universal life pre-tax operating income increased primarily due to higher insurance margins, with the growth in revenues
(discussed above) outpacing the increase in benefits, and higher investment eamings. These increases were partially offset by
higher amortization of deferred policy acquisition costs, primarily from improved insurance margins and modestly higher
expenses. Amortization was also affected by unlocking which decreased amortization by $12.7 million in 2006 compared to
a decrease of $17.6 million in 2005,

Traditional life pre-tax operating income increased primarily due to significantly higher operating income for traditional life,
excluding Closed Block, partially offset by a modest decline for the Closed Block. Operating income for traditional life,
excluding the Closed Block increased due to lower operating expenses, lower amortization of deferred policy acquisition
costs and modestly higher investment eamings, partially offset by higher benefit costs related to an old block of corporate-
owned life insurance. The amortization of deferred policy acquisition costs was lower primarily due to the effects of
unlocking which decreased amortization by $4.7 million in 2006 and increased amortization by $7.9 million in 2005.

Annuities pre-tax operating income decreased primarily due to lower interest earned and higher amortization of deferred
policy acquisition costs, partially offset by lower interest credited and lower operating expenses. Interest eamned and interest
credited decreased due to lower funds on deposit, primarily related to discontinued products. The increase in amortization of
deferred palicy acquisition costs was due to the effects of unlocking which increased amortization by $15.3 miilion in 2006
compared to an increase of $10.7 million in 2005.

Asset Management Segment

Summary Asset Management Increase (decrease) and
Financial Data: Years Ended December 31, percentage change
{($ in millions) 2007 2006 2005 2007 vs. 2006 2006 vs. 2005
Results of Operations
Investment management fees § 1474 § 1541 § 1821 § 6.7 4%) 3§ (28.0) (15%)
Mutual fund ancillary fees and

other revenue 67.7 54.8 46.5 12.9 24% 83 18%
Net investment income 1.6 1.5 1.6 0.1 % 0.1) (6%)
Total segment revenues 216.7 2104 230.2 6.3 3% (19.8) (9%}
Intangible asset amortization 304 32.0 332 (1.6) (5%) (1.2) (4%0)
Intangible asset impairment — . 325 10.6 (32.5) (100%) 21.9 207%
Other operating expenses 178.9 174.5 196.9 4.4 3% (22.4) (11%)
Total segment expenses 209.3 239.0 240.7 (29.7) (12%) (1.7) (1%)
Operating income (loss) before

income taxes 7.4 (28.6) (10.5) 36.0 (126%) (18.1) 172%
Allocated income tax (expense) benefit (3.3) 10.7 4.7 (14.0) (131%) 6.0 128%
Operating income (loss) 4.1 (17.9) (5.8) 220 {123%) (12.1) 209%
Other costs, net of income taxes — 8.7 (8.3) 8.7 {100%) (0.4) 5%
Realized investment gains {losses),

net of income taxes ) (0.5) 0.8 (0.3) (1.3) {163%) 1.1 367%
Net income {loss) $ 36 3 (258 § (144) § 294 (114%) §__ (114 79%

Our investment management fees are based on assets under management. Approximately 36% of our investment
management fees were based on beginning of quarter assets under management while the remaining 64% were based on
average daily closing asset values. The following table shows average assets under management.
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Assets Under Management:
(8 in millions)

Average fee earning assets
Money market mutual funds
All other mutual funds
Managed accounts
Institutional

Structured finance products

Total

As of or for the Years Ended
December 31,

2007 2006 2005
3 6,2206 § 43070 § 122.8
17,013.7 14,219.3 14,980.4
6,382.0 8,0482 10,331.0
11,761.7 12,718.0 14,127.5
5,360.0 2,671.1 1,695.2
$ 46,738.0 § 41,963.6 $ 41,2569

The following table presents information regarding the third-party assets under management by PXP for the years indicated:

Assets Under Management:

(S in milfions}

TOTAL

Deposits and reinvestments
Redemptions and withdrawals
Acquisitions (dispositions)/cther
Performance

Money market net change

Change in assets under management
Beginning balance

Ending balance

INSTITUTIONAL PRODUCTS
Deposits and reinvestments
Redemptions and withdrawals
Performance

Acquisitions (dispositions)/other
Change in assets under management
Beginning balance

Ending balance

STRUCTURED FINANCE PRODUCTS

Deposits and reinvestments
Redemptions and withdrawals
Performance

Change in assets under management
Beginning balance

Ending balance

RETAIL PRODUCTS

Mutual Funds

Deposits and reinvestments
Redemptions and withdrawals
Acquisitions (dispositions)/other
Performance

Money market change

Change in assets under management

Beginning balance

Ending balance

Managed Accounts

Deposits and reinvestments
Redemptions and withdrawals
Performance

Acquisitions (dispositions)/other
Change in assets under management
Beginning balance

Ending balance
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As of December 31,

2007 2006 2005
3 83361 % 77414 § IQ,338.1
(8,849.2) (11,772.2) (15,923.8)
(1,120.6) 9,576.7 (101.2)
(1,283.2) 3,376.8 229.8
502.5 (1,382.8) (28.4)
(2,414.4) 7,.539.9 (5,485.5)
44.962.8 37,4229 42 908.4
§ 425484 § 449628 § 374229
$ 1,2376 § 1,609.2 % 5,545.1
(2,002.1) (3,5044) - {6,599.1})
5593 1,089.2 367.2
(895.2) (332.6) (63.3)
{1,100.4) (1,138.6} (750.1)
12,294.8 13,433.4 14,183.5
§ 11,1944 §$ 12,2948 § 13,433.4
$ 2,290.0 § 24235 §% 1,002.3
(352.3) (1,141.7) (1,157.9)
{2,325.5) 171.5 (258.9)
(387.8) 1,453.3 (414.5)
3,963.1 2,509.8 29243
$ 35753 8§ 3963.1 $ 2,509.8
3 315962 $ 25675 § 2,030.4
(3,826.2) (2,828.6) (2,444.0)
(143.9) 9,838.3 120.1
3386 - 1,522.2 184.1
502.5 (1,382.8) (28.4)
467.2 9,716.6 (137.8)
21,863.8 12,147.2 12,285.0
$ 223310 § 218638 § 12,147.2
3 1,2123 % 1,1412 § 1,760.3
(2,668.6) (4,297.5) (5,722.8)
144.4 59390 (62.6)
(81.5) 71.0 (158.0)
(1,393.4) (2,491.4) (4,183.1)
6,841.1 93325 13,515.6
3 5,447.7 § 6,841.1 $ 9,332.5




2007 vs. 2006

Asset Management net income and operating income increased primarily as a result of an intangible asset impairment in the
first quarter of 2006 that did not recur in 2007 and an increase in mutual fund ancillary fees and other revenue resulting from
higher average mutual fund assets under management. In addition, net income increased because certain employment and
lease related charges associated with the restructuring of the asset management business in 2006 did not recur in 2007,

Total revenues increased primarily due to increased mutual fund ancillary fees and other revenue resulting from higher sales
and assets under management, particularly the addition of the Insight Funds in May 2006. Partially offsetting the increase in
total revenues was a decrease in investment management fees primarily due to $5.2 million of additional fees associated with
the termination of an institutional account in the third quarter of 2006. Otherwise, investment management fees declined
slightly, as higher fees for mutual funds and structured products due to higher assets under management were offset by lower
fees for managed accounts and 1nst1tut10nal accounts due to net outflows,

Total segment expenses decreased primarily due to a $32.5 million pre-tax impairment in the first quarter of 2006 on $33.4
million of identified intangible assets related to certain investment management contracts. This impairment resulted from the
termination of the associated management contracts and related lost revenues.

Partially offsetting this decrease in segment expenses was an increase in other operating expenses primarily due to higher -
distribution and administration expenses relating to higher mutual fund sales and higher average mutual fund assets under
management.

There were no other costs, net of income taxes, because the employment and lease related charges associated with the
restructuring of the asset management business in 2006 did not recur. -

Assets under management decreased $2.4 billion year over year primarily due to an unfavorable $2.3 billion change in
market value on structured products. Also contributing to the decrease in assets under management were overall net outflows
of $513.1 million and other changes of $(1.1) billion largely driven by a change in the registered investment advisor of
certain variable product assets from an assct management subsidiary to a life and annuity subsidiary. Partially offsetting these
items were favorable inflows and performance on money market mutual funds of $502.5 million and favorable combined
performance on managed accounts, mutual funds and institutional accounts of $1.0 billion.

2006 vs. 2003

Investment management fees decreased primarily due to a decrease in average assets under management (excluding money
market mutual funds) for both retail and institutional strategies. Mutual fund ancillary fees and other revenue increased due
to an increased amount of mutual fund assets under management.

Assets under management increased due to the acquisition of the contracts to manage the Insight Funds and positive
investment performance, partially offset by net outflows of $4.0 billion. Assets under management related to the Insight
Funds were $8.6 billion as of December 31, 2006.

In addition to our-regular annual testing, in the first quarter of 2006 we performed an interim test for impairment on certain
definite-lived intangible assets as a result of significant outflows related to the associated retail products. As a result of these
tests, we recorded a $32.5 million pre-tax impairment charge against certain definite-lived intangible assets. In connection
with this impairment, as required by SFAS No. 142, we also performed a test for impairment of the asset management
goodwill. No impairment of goodwill was deemed necessary. '

Other operating expenses decreased due to lower employment expenses due to lower salary expense because of a lower
number of employees and a decrease in incentive compensation expense, which was primarily driven by lower investment
management fees. In addition, mandatorily redeemable interest costs decreased due to the acquisition of the remaining
outstanding mandatorily redeemable noncontrolling interests in certain of our asset management subsidiaries during the
second and third quarters of 2005.

Allocated income tax benefits increased primarily as a result of higher segment losses in 2006 compared to 2005.

!
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Discontinued Venture Capital Segment

Our venture capital investments are limited partnership interests in venture capital funds, leveraged buyout funds and other
private equity partnerships sponsored and managed by third parties. We record our investments in venture capital
partnerships in accordance with the equity method of accounting. Venture capital investments are investments of the general
account of Phoenix Life.

Through December 31, 2005, we reported venture capital earnings in a Venture Capital segment. In October 2005, we
entered into an agreement to sell approximately three quarters of the assets in our Venture Capital segment. As a result of the
transaction, the Venture Capital segment was eliminated, effective January 1, 2006, and earnings from the remaining assets
are now allocated to the Life and Annuity segment. '

See Notes 4 and 10 to our consolidated financial statements in this Form 10-K for more information regarding our Venture
Capital segment,

Corporate and Other
Increase (decrease) and

%“]:::1;;-;’ gs;)‘::?orate and Other Years Ended December 31, percentage change
(8 in millions) 2007 2006 2005 2007 vs. 2006 2006 vs. 2005
Results of Operations
Corporate investment income 3 67 $§ 46 5 06 % 2.1 46% § 4.0 667%
Investment income from collateralized

obligations 15.7 19.0 339 (3.3) (17%) (14.9) {44%)
Interest expense on indebtedness (44.2) {49.2} (46.6) 50. (10%) (2.6) (6%)
Interest expense on non-recourse '

collateralized obligations (15.4) (187  (294) 33 (18%) 10.7 36%
Corporate expenses {10.8) (17.3) (24.3) 6.5 (38%) 7.0 29%
Other 0.5 (0.4) {5.5) 0.9 (225%) 5.1 93%
Operating loss before income taxes (47.5) (62.0) (71.3) 14.5 (23%) 9.3 13%
Allocated income tax benefit 29.5 21.2 26.9 83 39% (5.7) (21%)
Operating loss (18.0) (40.8) (44.4) 2238 {56%) 36 8%
Realized investment gains (losses),

net of income taxes and other offsets (5.8) 21.0 (2.6) (26.8) (128%) 236 908%
Other costs, net of income taxes -— (0.4) (4.0) 0.4 (100%) 1.6 90%
Net loss from continuing operations (23.8) (20.2) (51.0) 3.6) 18% 308 60%
Income (loss) from discontinued

operations, net of income taxes (3.5 1.1 0.5 (4.6) {418%) 0.6 120%
Net loss $§ (273 § (9.1 3 (505 S (8.2) 43% 8 31.4 62%

2007 vs. 2006

The operating loss before income taxes for Corporate and Other decreased primarily due to lower deferred compensation
expenses and to lower interest expense from the repayment of surplus notes and promissory notes in late 2006 and early
2007, respectively. We also had higher investment income, driven by higher holding company investment balances resulting
from dividends received from Phoenix Life.

Realized investment losses increased $26.8 million to a loss of $5.8 million in 2007 from a gain of $21.0 million in 2006 due
to a large gain on a collateralized debt obligation in 2006 that did not recur in 2007,

2006 vs. 2003
The operating loss before income taxes for Corporate and Other decreased primarily due td.higher investment earnings,

lower allocated corporate expenses and the elimination of interest expense related to the HRH purchase contracts. The HRH
stock purchase contracts were settled in 2005.
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General Accouat

The invested assets in the Life Companies’ general accounts are generally of high quality and broadly diversified across asset
classes, sectors and individual credits and issuers. Our investment professionals manage these general account assets in
investment segments that support specific product liabilities. These investment segments have distinct investment policies
that are structured to support the financial characteristics of the related liabilities within them. Segmentation of assets allows
us to manage the risks and measure returns on capital for our various businesses and products,

Separate Accounts

Separate account assets are managed in accordance with the specific investment contracts and guidelines relating to our

. variable products. We generally do not bear any investment risk on assets held in separate accounts. Rather, we receive
investment management fees based on assets under management. Assets held in separate accounts are not available to satisfy
general account obligations.

Debt and Equity Securities Pledged as Collateral and Non-Recourse Collateralized Obligations

Investments pledged as collateral trusts are assets held for the benefit of those institutional clients, which have investments in
structured bond products offered and managed by our asset management subsidiary.

See Note 14 to our consolidated financial statements in this Form 10-K for more information.
Enterprise Risk Management

During 2003, we implemented a comprehensive, enterprise-wide risk management program. Early in 2004, we appointed a
Chief Risk Officer, reporting to the Chief Financial Officer, to oversee all of our risk management activities. We have
established an Enterprise Risk Management Committee; chaired by the Chief Executive Officer, to follow our risk
management principles and accomplish our objectives. In addition, we have established several management committees
overseeing and addressing issues pertaining to all our major risks—operational, market and product—as well as capital
management,

Operational Risk

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems or from external
events. We have established an Operational Risk Committee, chaired by the Chief Risk Officer, to develop an enterprise-
wide framework for managing and measuring operational risks. This committee meets monthly and has a meémbership that
represents all significant operating, financial and staff departments of the Company.

Market Risk

Market risk is the risk that we will incur losses due to adverse changes in market rates and prices. We have exposure to
market risk through both our investment activities and our insurance operations, Qur investment objective is to maximize
after-tax investment return within defined risk parameters. Qur primary sources of market risk are:

e interest rate risk, which relates to the market price and cash flow variability associated with changes in market
interest rates;

s credit risk, which relates to the uncertainty associated with the ongomg ablllty of an ob]1g0r to make timely
payments of principal and interest; and .

s equity risk, which relates to the volatility of prices for equity and equity-like investments, such as venture capital
partnerships.

We measure, manage and monitor.market risk associated with our insurance and annuity business, as part of our ongoing
commitment to fund insurance liabilities. We have developed an integrated process for managing the interaction between
product features and market risk. This process involves our Corporate Finance, Corporate Portfolic Management, Life and
Annuity Finance, and Life and Annuity Product Development departments. These areas coordinate with each other and report
results and make recommendations to our Asset-Liability Management Committee, or ALCQO, chaired by the Chief Financial
Officer.
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We also measure, manage and monitor market risk associated with our general account investments, both backing insurance
liabilities and supporting surplus. This process involves Corporate Portfolio Management and Goodwin, our Hartford-based
asset management affiliate. These organizations work together, make recommendations and report results to our Investment
Policy Committee, chaired by the Chief Investment Officer. Please refer to the sections that foltow, including “Debt and
Equity Securities Held in General Account”, for more information on our investment risk exposures. We regularly refine our
policies and procedures to appropriately balance market risk exposure and expected return.

Interest Rate Risk Management

Interest rate risk is the risk that we will incur economic losses due to adverse changes in interest rates. Our exposure to
interest rate changes results primarily from our interest-sensitive insurance liabilities and from our significant holdings of
fixed rate investments. Our insurance liabilities largely comprise dividend-paying individual whole life and universal life
policies and annuity contracts. Our fixed maturity investments include U.S. and foreign government bonds, securities issued
by government agencies, corporate bonds, asset-backed securities, mortgage-backed securities and mortgage loans, most of
which are exposed to changes in medium-term and long-term U.S. Treasury rates.

We manage interest rate risk as part of our asset-liability management and product development processes. Asset-liability
management strategies include the segmentation of investments by product line and the construction of investment portfolios
designed to satisfy the projected cash needs of the underlying product liabilities. All asset-liability strategies are approved by
the ALCO. We manage the interest rate risk in portfolio segments by modeling and analyzing asset and product liability
durations and projected cash flows under a number of interest rate scenarios.

One of the key measures we use to quantify our interest rate exposure is duration, a measure of the sensitivity of the fair
value of assets and liabilities to changes in interest rates. For example, if interest rates increase by 100 basis points, or 1%,
the fair value of an asset or liability with a duration of five is expected to decrease by 5%. We believe that as of

December 31, 2007, our asset and liability portfolio durations were well matched, especially for our largest and most interest-
sensitive segments. We regularly undertake a sensitivity analysis that caiculates liability durations under various cash flow
scenarios. We also calculate key rate durations for assets and liabilities that show the impact of interest rate changes at
specific points on the yield curve. In addition, we monitor the short- and medium-term asset and liability cash flows profiles
by portfolio to manage our liquidity needs.

To calculate duration for liabilities, we project liability cash flows under a number of stochastically-generated intcrest rate
scenatios and discount them to a net present value using a risk-free market rate increased for our own credit risk. For interest-
sensitive liabilities the projected cash flows reflect the impact of the specific scenarios on policyholder behavior as well as
the effect of minimum guarantees. Duration is calculated by revaluing these cash flows at an alternative level of interest rates
and by determining the percentage change in fair value from the base case.

We also manage interest rate risk by emphasizing the purchase of securities that feature prepayment restrictions and call
protection. Our product design and pricing strategies include the use of surrender charges or restrictions on withdrawals in
some products.

The selection of a 100 basis point immediate increase or decrease in interest rates at all points on the yield curve is a
hypothetical rate scenario used to demonstrate potential risk. While a 100 basis point immediate increase or decrease of this
type does not represent our view of future market changes, it is a hypothetical near-term change that illustrates the potential
effect of such events. Although these fair value measurements provide a representation of interest rate sensitivity, they are
based on our portfolio exposures at a point in time and may not be representative of future market results. These exposures
will change as a result of on-going portfolio transactions in response to new business, management’s assessment of changing
market conditions and available investment opportunities.

The table below shows the estimated interest rate sensitivity of our fixed income financial instruments measured in terms of
fair value.
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Interest Rate Sensitivity of Fixed Income . As of December 31, 2007

Filgancliall Instruments: 100 Basis +100 Basis
(8 in millions) Carrying Point Point
Value Change Fair Value Change

Cash and cash equivalents A 5777 %8 - 5781 § 5177 % 5712
Available-for-sale debt securities 11,970.0 12,533.8 11,970.0 11,406.2
Mortgage loans 15.6 14.6 14.3 14.0
Subtotal 12,563.3 13,1265 12,5620 11,9974
Debt and equity securities pledged as collaterat 219.1 225.2 219.1 213.0
Totals ' . $ 12,7824 § 133517 § 12,781.1 § 12,2104

We use derivative financial instruments, primarily interest rate swaps, to manage our residual exposure to fluctuations in
interest rates. We enter into derivative contracts with a number of highly rated financial institutions, to both diversify and
reduce overail counterparty credit risk exposure.

We enter into interest rate swap agreements to reduce market risks from changes in interest rates. We do not enter into
interest rate swap agreements for trading purposes. Under interest rate swap agreements, we exchange cash flows with
another party at specified intervals for a set length of time based on a specified notional principal amount. Typically, one of
the cash flow streams is based on a fixed interest rate set at the inception of the contract and the other is based on a variable
rate that periodically resets. No premium is paid to enter into the contract and neither party makes payment of principal. The
amounts to be received or paid on these swap agreements are accrued and recognized in net investment income,

The table below shows the interest rate sensitivity of our general account interest rate derivatives measured in terms of fair
value. These exposures will change as our insurance liabilities ‘are created and discharged and as a result of ongoing portfolio
and risk management activities.

Interest Rate Sensitivity of Derivatives: As of December 31, 2007
{8 in millions) Weighted- -100 +100
Average Basis Basis
Notional Term Point Point
Amount (Years) Change Fair Value Change
Interest rate swaps $ 22.0 99 3§ 18 % —  $ (1.6)
Cross currency swaps : : 35.0 6.2 (2.0} 2.9 3.7)
Put options 150.0 9.4 26.6 21.5 17.2
Call options 6.2 0.8 0.4 0.5 0.5
Other 56.3 0.7 0.6 0.5 0.5
Totals - general account 3 269.5 3 274 % 196 § 12.9
Non-recourse interest rate swaps held in
consolidated collateralized debt obligations 5 211.1 0.2 § 116 38 10.7 § 7.2

See Note 15 to our consolidated financial statements in this Form 10-K for more information on derivative instruments.
Credit Risk Management

We manage credit risk through the fundamental analysis of the underlying obligors, issuers and transaction structures.
Through Goodwin, our Hartford-based asset management affiliate, we employ a staff of experienced credit analysts who
review obligors’ management, competitive position, cash flow, coverage ratios, liquidity and other key financial and
non-financial information. These analysts recommend the investments needed to fund our liabilities while adhering to
diversification and credit rating guidelines. In addition, when investing in private debt securities, we rely upon broad access
to management information, negotiated protective covenants, call protection features and collateral protection. We review
our debt security portfolio regularly to monitor the performance of obligors and assess the stability of their current credit
ratings.

We also manage credit risk through industry and issuer diversification and asset allocation. Maximum exposure to an issuer

or derivatives counterparty is defined by quality ratings, with higher quality issuers having larger exposure limits. We have
an overail limit on below investment grade rated issuer exposure.
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Equity Risk Management

Equity risk is the risk that we will incur economic losses due to adverse changes in equity prices. Our exposure to changes in
equity prices. primarily results from our variable annuity and variable life products, as well as from our holdings of common
stocks, mutual funds and other equities. We manage our insurance liability risks on an integrated basis.with other risks
through our liability and risk management and capital and other asset allocation strategies. We also manage equity price risk
through industry and issuer diversification and asset allocation techniques. We held $205.3 million in equity securities on our
balance sheet as of December 31, 2007. A 10% decline or increase in the relevant equity price would have decreased or |
increased, respectively, the value of these assets by approximately $20.5 million as of December 31, 2007.

Certain annuity products sold by our Life Companies contain guaranteed minimum death benefits. The guaranteed minimum
death benefit feature provides annuity contract holders with a guarantee that the benefit received at death will be no less than
a prescribed amount. This minimum amount is based on the net deposits paid into the contract, the net deposits accumulated
at a specified rate, the highest historical account value on a contract anniversary or, if a contract has more than one of these
features, the greatest of these values. To the extent that the guaranteed minimum death benefit is higher than the current
account value at the time of death, the Company incurs a cost. This typically results in an increase in annuity policy benefits
in periods of declining financial markets and in periods of stable financial markets following a decline. As of December 31,
2007 and 2006, the difference between the guaranteed minimum death benefit and the current account value (net amount at
risk) for all existing contracts was $46.7 million and $51.3 million, respectively. This is our exposure 10 loss should all of our
contractholders have died on either December 31, 2007 or 2006. See Note 13 to our consolidated financial statements in this
Form 10-K for more information.

Certain life and annuity products sold by our Life Companies contain guaranteed minimum living benefits. These include
guaranteed minimum accumulation, withdrawal, income and payout annuity floor benefits. The guaranteed minimum
accumulation benefit guarantees a return of deposit to a policyholder after 10 years regardless of market performance, The
guaranteed minimum withdrawal benefit guarantees that a policyholder can withdraw 5% for life regardless of market
performance. The guaranteed minimum income benefit guarantees that a policyholder can convert his or her account value
into a guaranteed payout annuity at a guaranteed minimum interest rate and a guaranteed mortality basis, while also assuming
a certain level of growth in the initial deposit. We have established a hedging program for managing the risk associated with
our guaranteed minimum accumulation and withdrawal benefit features. We began hedging our GMAB exposure in 2006 and
GMWB exposure during the fourth quarter of 2007. We continue to analyze and refine our strategies for managing risk
exposures associated with all our separate account guarantees. The statutory reserves for these totaled $12.2 million and $7.4
million at December 31, 2007 and 2006, respectively. The GAAP reserves totaled $7.6 million and $5.3 million at

December 31, 2007 and 2006, respectively.

The chart below shows the sensitivity of deferred policy acquisition costs for variable annuities and variable universal life to
equity market movements. The market movements raise or lower funds under management, which affects future asset-based
fees collected, which changes future estimated gross profits, which impacts deferred policy acquisition costs.

As of December 31, 2007
Interest Rate Sensitivity of Deferred Policy l ‘10% . ‘ HO%
Acquisition Cost Asset Liability: Equity Carrying Equity
{8 in millions and net of reinsurance) Market Value Market
Deferred policy acquisition costs (variable annuities) $ 2651 % 2663 % 2700
Deferred policy acquisition costs (variable universal life) 313.7 314.5 3156

See Note 7 to our consolidated financial statements in this Form 10-K for more information regarding deferred policy
acquisition costs.

We sponsor defined benefit pension plans for our employees. For GAAP accounting purposes, we assumed an 8.5% long-
term rate of return on plan assets in the most recent valuations, performed as of December 31, 2007, To the extent there are
deviations in actual returns, there will be changes in our projected expense and funding requirements. As of December 31,
2007, the projected benefit obligation for our funded and unfunded defined benefit plans was in excess of plan assets by
$25.6 mitlion and $140.7 million, respectively. We made payments totaling $20.0 million and $23.9 million to the pension
plan during 2007 and 2006, respectively. We do not expect any required contributions in 2008. See Note 18 to our
consolidated financial statements in this Form 10-K for more information on our employee benefit plans. In February 2007,
we announced a change to our pension plan that was effective July 1, 2007. The change is desngned to decrease the volatility
of our pension expense over time.
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Foreign Currency Exchange Risk Management

Foreign currency exchange risk is the risk that we will incur economic losses due to adverse changes in foreign currency
exchange rates. Our functional currency is the U.S. dolar. Our exposure to fluctuations in foreign exchange rates against the
U.S. doliar primarily results from our holdings in non-U.S. dollar-denominated debt and equity securities which are not
material to our consolidated financial statements at December 31, 2007.

Debt and £quity Securities Held in General Account

Our general account debt securities portfolio consists primarily of investment grade publicly traded and privately placed
corporate bonds, residential mortgage-backed securities, commercial mortgage-backed securities and asset-backed securities.
As of December 31, 2007, our general account debt securities, with a carrying value of $11,970.0 million, represented 78.9%
of total general account investments. Public debt securities represented 72.5% of total debt securities, with the remaining
27.5% represented by private debt securities,

We consolidate debt and equity securities on our consolidated balance sheet that are pledged as collateral for the settlement
of collateralized obligation liabilities related to two collateralized obligation trusts which we sponsor. See Note 14 of our
consolidated financial statements in this Form 10-K for additional information on these debt and equity securities pledged as
collateral.

Each year, the majority of our general account’s net cash flows are invested in investment grade debt securities. In addition,
we matntain a portfolio allocation of between 6% and 10% of debt securities in below investment grade rated bonds.
Allocations are based on our assessment of relative value and the likelihood of enhancing risk-adjusted portfolio returns. The
size of our allocation to below investment grade bonds is also constrained by the size of our net worth. We are subject to the
risk that the issuers of the debt securities we own may default on principal and interest payments, particularly in the event of
a major economic downturn. Qur investment strategy has been to invest the majority of our below investment grade rated
bond exposure in the BB rating category, which is equivalent to a Securities Valuation Office, or SVO, securities rating of 3.
The BB rating category is the highest quality tier within the below investment grade universe, and BB rated securities
historically experienced lower defaults compared to B or CCC rated bonds, As of December 31, 2007, our total below
investment grade securities totaled $928.7 million, or 7.8%, of our total debt security portfolio. Of that amount, $604.3
millien, or 5.0%, of our debt security portfolio was invested in the BB category.

Our general account debt and equity securities are classified as available-for-sale and are reported at fair value with
unrealized gains or losses included in equity. Accordingly, the carrying value of such securities reflects their fair value at the
balance sheet date. Fair value is based on quoted market price, where available. When quoted market prices are not available,
we estimate fair value for debt securities by discounting projected cash flows based on market interest rates currently being
offered on similar terms to borrowers of similar credit quality, by quoted market prices of comparable instruments and by
independent pricing sources or internally developed pricing models. [nvestments whose value, in our judgment, is considered
to be other-than-temporarily impaired are written down to fair value as a charge to net realized investment losses included in
our eamnings. The cost basis of these written-down investments is adjusted to fair value at the date the determination of
impairment is made. The new cost basis is not changed for subsequent recoveries in value.

General Account Debt Securities
at Fair Value:

(% in millions) As of December 31,
Total Debt Securities Public Debt Securities Private Debt Securities .
SVO S&P Equivalent (Fair Value) (Fair Value) (Fair Value)

Rating Designation 2007 2006 2007 2006 2007 2006
| AAA/AAIA ‘ $ 74736 § 78972 % 59506 §% 62141 § 1,5230 3 1,683.1
2 BBB 3,567.7 3,743.7 1,997.9 2,345.4 1,569.8 1.398.3
Total investment grade 11,041.3 11,640.9 7,948.5 8,559.5 3,092.8 3,0814
3 BB . 604.3 ‘ 765.7 507.7 663.7 96.6 100.0
4 B | 2273 2214 179.3 175.2 48.0 46.2
5 CCC and lower 84.0 53.2 33.8 38.7 50.2 14.5
6 " Inornear default 13.1 15.6 6.1 10.1 7.0 5.5
Total debt securities $ 119700 § 126968 § 8,6754 § 9,449.2 § 32946 3§ 3.247.6
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General Account Debt Securities
by Type: .
{3 in millions)

UJ.S. government and agency
State and political subdivision
Foreign government
Corporate

Mortgage-backed

Other asset-backed

Total debt securities

Debt securities outside Closed Block:
Unrealized gains
Unrealized losses

Total outside the Closed Block

Debt securities in Closed Block:
Unrealized gains
Unrealized losses

Total in the Closed Block
Total debt securities

General Account Debt Securities
by Type and Credit Quality:
($ in millions)

U.S. government and agency
State and political subdivision
Foreign government
Corporate

Mortgage-backed

Other asset-backed

Total debt securities

Percentage of total debt securities

General Account Investment Grade Debt Securities at Fair Value:

(3 in millions)

U.S. government and agency
State and political subdivision
Foreign government
Corporate

Mortgage-backed

Other asset-backed

Total debt securities

Percentage of total debt securities
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As of December 31, 2007
Unrealized Gains (Losses)
Fair Gross Gross
Value Cost Gains Losses Net

$ 6188 § 6052 § 218§ 8.2) % 13.6
234.3 2247 10.9 1.3 9.6

197.2 172.0 253 0.1 252
7,048.4 7,073.2 1614 (186.2) (24.8)
2,830.8 2,880.2 398 (89.2) (49.4)
1,040.5 1,116.0 9.7 (85.2) (75.5)
3 11,970.0 $ 12,0713 § 2689 § (370.2) § (10L3)
$ 20155 § 19422 8 733§ —  § 733
3,035.1 3,231.0 — (195.9) (195.9)
5,050.6 5,173.2 733 (195.9) (122.6)
3,984.6 3,789.0 195.6 — 195.6
2,934.8 3,100.1 — (174.3) (174.3)
6,919.4 6,898.1 195.6 (174.3) 213
$ 11,9700 § 120713 § 2689 § (370.2) § (10L1.3)

As of December 31, 2007

Investment Grade

Below Investment Grade

Fair Value Cost Fair Value Cost
$ 6067 3% 5935 % 121§ 11.7
234.3 224.7 — —
88.0 82.1 109.2 89.9
6,313.8 6,301.0 734.6 772.2
2,830.8 2.880.2 — —
967.7 1,038.2 72.8 77.8
$ 11,0413 § 11,119.7 $ 9287 § 951.6
92.2% 92.1% 7.8% 7.9%

As of December 31, 2007

Total AAASAAIA BBB
$ ., 6067 § 5945 § 12.2
234.3 220.9 13.4
R8.0 338 542
6,313.8 3,087.6 3,226.2
2,830.8 2,763.6 67.2
967.7 773.2 194.5
$ 11,0413 § 74736 3§ 3,567.7
92.2% 62.4% 29.8%




As of December 31, 2007

Generat Account Below Investment Grade

Debt Securities at Fair Value: CCor In or Near
(8 in millions) Total BB B Lower Default
U.S. government and agency 5 121 3 — % —  § 72 % 4.9
Foreign government 109.2 109.2 — — —_
Corporate 734.6 479.7 198.1 54.7 2.1
Other asset-backed 72,8 154 29.2 22.1 6.1
Totai debt securities $ 928.7 § 6043 § 2273 § 840 § 13.1
Percentage of total debt securities 7.8% 5.0% 1.9% 0.7% 9.1%

We manage credit risk through industry and issuer diversification. Maximum exposure to an issuer is defined by quality
ratings, with higher quality issuers having larger exposure limits. Our investment approach has been to create a high level of
industry diversification. The top five industry holdings as of December 31, 2007 in our debt securities portfolio were banking
(7.0%), diversified financial services (4.0%), electrical utilities (3.7%), insurance (3.4%) and oil (2.1%).

Residential Mortgage-Backed Securities

The weakness in the U.S. real estate markets, increases in interest rates and the effects of relaxed underwriting standards for
mortgages and home equity loans have led 10 higher delinquency rates for residential mortgage-backed securities, especially
those originated in 2006 and those designated as sub-prime. In addition, there have been increased concerns in the financial

markets about residential mortgage-backed securities designated as Alt-A.

Sub-prime mortgage lending refers to the origination of residential mortgage loans to customers with weak or impaired credit
proftles, including, but not limited to, those with the lowest credit scores. Alt-A mortgage lending refers to the origination of
residential mortgage loans to customers who are rated above the sub-prime category but below top rated prime borrowers, for
reasons including, but not limited to, the election not to provide documentation for items such as income sources.

We invest directly in residential mortgage-backed securities through our general account. To the extent these assets
deteriorate in credit quality and decline in value for an extended period, we may realize impairment losses. We have been
focused on identifying those securities that can withstand significant increases in delinquencies and foreclosures in the
underlying mortgage pools before incurring a loss of principal.

Most of our residential mortgage-backed securities portfolio is highly rated. As of December 31, 2007, over 95% of the total
residential portfolio was rated AAA or AA, We have $249 4 million of sub-prime exposure, which represents less than 2% of
our general account. Substantially all of our sub-prime exposure is investment grade, and 95% is AAA rated, with another
3% in AA securities. We have employed a disciplined approach in the analysis and monitoring of our mortgage-backed
securities. Our approach involves a monthly review of each security. Underlying mortgage data is obtained from the
security’s trustee and analyzed for performance trends. A security-specific stress analysis is performed using the most recent
trustee information. This analysis forms the basis for our determination of whether the security will pay in accordance with
the contractual cash flows. Our exposure to sub-prime mortgages originated after 2005 is less than 1% of our general
account, with 98% of those securities rated AAA. We own one collateralized debt obligation that contains sub-prime
mortgages where our carrying value of those securities is $0.0 million at December 31, 2007 due to a full impairment taken
in the fourth quarter of 2007,

General Account Residential Mortgage-Backed Securities:

(% in millions) As of December 31, 2007
Book Market % General BB and % Closed
Value Value Account AAA AA A BEB Below Block
Collateral
Agency $ 7157 % 7697 4.9% 100.0% 0.0% 0.0% 0.0% 0.0% 72.6%
Prime 685.7 655.1 4.2% 91.0% 3.7% 0.0% 5.3% 0.0% 36.1%
All-A 340.9 306.7 2.0% 80.6% 13.0% 4.4% 2.0% 0.0% 32.6%
Sub-prime 2653 2494 1.6% 95.5% 2% 0.5% 1.3% 0.0% 7.5%
Total $ 20676 § 19809 12.7% 93.4% 3.6% 0.8% 1.2% 0.0% 46.1%

' Percentages based on Market Value.
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The following table presents certain information with respect to realized investment gains and losses including those on debt
securities pledged as collateral, with losses from other-than-temporary impairment charges reported separately in the table.
These impairment charges were determined based on our assessment of factors enumerated below, as they pertain to the
individual securities determined to be other-than-temporarily impaired.

Sources of Realized Investment Gains (Losses): Years Ended December 31,

(8 in millions) 2007 2006 2005
Debt security impairments b 46.7) % 79 3 (31.2)
Equity security impairments (0.5) — 2.1
Mortgage loan impairments - — — (0.8)
Other investments impairments (3.9 — —
Debt and equity securities pledged as collateral impairments . (0.8) (1.0) (1.2)
Impairment losses (51.9) (8.9) (35.3)
Debt security transaction gains . 21.9 62.1 19.2
Debt security transaction losses (10.3) {20.1) (37.2)
Equity security transaction gains 12.5 25.7 5.8
Equity security transaction losses 3.0 (3.8) (2.9}
Mortgage loan transaction gains 14 32 —
Venture capital partnership transaction gains (losses) — 24 (13.9}
Affiliate equity security transaction gains ] " 13.7 10.4 14,4
Affiliate equity security transaction losses — — (10.7)
HRH gain , ' — — 86.3
Other investments transaction gains o 8.5 5.5 8.4
Other investments transaction losses . . (2.8) — (1.8)
Real estate transaction gains 1.6 — 8.9
Real estate transaction losses 0.2) — (9.5)
Debt and equity securities pledged as collateral gains 26 — 3.0
Debt and equity securitics pledged as collateral losses ) (0.8) — (0.5)
Net transaction gains 45.1 854 69.5
Net realized investment gains (losses) 3 68 § 76.5 § 34.2

Impaimient losses increased from $8.9 million in 2006 to $51.9 million in 2007. Affiliate transaction gains of $13.7 million
for the year ended December 31, 2007 and $10.4 mitlion for the year ended December 31, 2006 were attributable to the
earn-out associated with the sale of Lombard that occurred in the first quarter of 2005. Affiliate transaction gains and losses
for the year ended December 31, 2005 included a $14.4 million gain on the sale of our equity investment in Lombard and a
$10.7 million realized loss on the sale of our equity investment in Aberdeen. Transaction activity resulted in a gain of $45.1
million for the year ended December 31, 2007 compared to a net gain of $85.4 million for the year ended December 31,
2006. This decrease was primarily due to significant gains realized on certain debt and equity securities in 2006 that did not
repeat in 2007 and a significant impairment loss in the fourth quarter of 2007. See Note 10 to our consolidated financial
statements in this Form 10-K for additional information.
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Gross and Net Unrealized : As of December 31, 2007

Gains (Losses):

(8 in millions) Total Outside Closed Block Closed Block
Gains Losses Gains Losses Gains . Losses

Debt Securities
Unrealized gains (losses) $ 2689 § (37101 § 733 § (195.9) § 1956 8§ (174.3)
Applicable policyholder dividend . .

obligation (reduction} 195.6 (174.3) — — 195.6 (174.3)
Applicable deferred policy acquisition ‘

costs (benefit) 322 (95.8) 322 (95.8) — —
Applicable deferred income 1axes (benefit) 144 (35.0) 144 (35.0) , — —
Offsets to net unrealized ‘

gains (losses) 2422 (305.1) 46.6 . {130.8) 195.6 (174.3)
Unrealized gains (losses) after offsets - b 267 § (65.1) $ 26.7 % (65.1) § —  § —
Net unrealized losses after offsets b} (38.4) $ (384) $ —
Equity Securities .
Unrealized gains (losses) 5 370 8§ (4.7) § 81 § {0.6) $ 289 % “.1)
Applicable policyholder dividend . N

obligation (reduction} 28.9 @.1) — — 289 4.1)
Applicable deferred income taxes (benefit}) 2.8 (0.2) 28 (0.2) . — —
Offsets to net unrealized gains (losses) 31.7 4.3) 28 - (0.2) o289 (4.1)
Unrealized gains (losses) after offsets $ 53 % 0.4) § 53 % 04) § — 5 —
Net unrealized gains after offsets $ 4.9 b 4.9 b —

Total net unrealized losses on debt and equity securitics were $69.0 million (unrealized gains of $305.9 million less
unrealized losses of $374.9 million). Of that net amount, $115.1 million was outside the Closed Block ($33.5 million after -
applicable deferred policy acquisition costs and deferred income taxes) and $46.1 million was in the Closed Block (30.0
million after apphcable policyholder dividend obligation}). ‘

At the end of each reporting period, we review all securities for potential recognition of an other-than-temporary impairment.
We maintain a watch list of securities in default, near default or otherwise considered by our investment professionals as
being distressed, potentially distressed or requiring a heightened level of scrutiny. We also identify securities whose carrying
value has been below amortized cost on a continuous basis for zero to six months, six months to 12 months and greater than
12 months. This analysis is provided for investment grade and below investment grade securities and Closed Block and
outside of Closed Block securities. Using this analysis, coupled with our watch list, we review all securities whose fair value
is less than 80% of amortized cost (significant unrealized loss) with emphasis on below investment grade securities with a .
continuous significant unrealized loss in excess of six months. In addition, we review securities that had expenenced lesser
percentage declines in value on a more selective basis to determine if a security is other-than-temporarily impaired.

Our assessment of whether an investment in a debt or equity security is other-than-temporarily impaired includes whether the
issuer has: '

s defaulted on payment obligations;

s declared that it will default at a future point outside the current reporting period,;
s announced that a restructuring will occur outside the current reporting period;

¢ severe liquidity problems that cannot be resolved;

¢ filed for bankruptcy;

» afinancial condition which seggests that future payments are highly unlikely,

e deteriorating financial condition and quality of assets;

» sustained significant losses during the current year;

« announced adverse changes or events such as changes or planned changes in senior management, restructurings, or a
sale of assets; and/or

s been affected by any other factors that indicate that the fair value of the investment may have been negatively
impacted.
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The following tables present certain information with respect to our gross unrealized losses related to our investments in
general account debt securities, both outside and inside the Closed Block, as of December 31, 2007. In the tables, we
separately present information that is applicable to unrealized losses both outside and inside the Closed Block. We believe it
is unlikely that there would be any effect on our net income related to the realization of investment losses inside the Closed
Block due to the current sufficiency of the policyholder dividend obligation liability in the Closed Block. See Note 5 to our
consolidated financial statements in this Form 10-K for more information regarding the Closed Block. Applicable deferred
policy acquisition costs and deferred income taxes further reduce the effect on our comprehensive income.

Duration of Gross Unrealized Losses on As of December 31, 2007

General Account Securities: 0-6 6-12 Over 12
(8 in millions) Total Months Months Months
Debt Securities Outside Closed Block

Total fair value $ 30351 % 4527 % 5739 $ 2,0085
Total amortized cost 3,231.0 490.8 617.6 2,1226
Unrealized losses $ (1959 § (38.1) § 437y § (1141
Unrealized losses after offsets $ (65.0) 3 (12.5 § (13.3) § (39.2)
Number of securities 1,762 338 329 1,095

Investment grade:
Unrealized losses $ {69 3% (35.2) § 4200 § (92.5)

Unrealized losses after offsets $ (57.0) % (114) 3 {12.8) § (32.8)
Below investment grade: ‘
Unrealized losses 3 (26.2) § (29) § 1.7y 3 (21.6)
Unrealized losses after offsets $ 80 § (l.t)y 3% (0.5) 3 (6.4)
Equity Securities Outside Closed Block

Unrealized losses $ {0.6) 3 (0.5 3 (0.1) § —
Unrealized losses after offsets ) 04) 3 (0.3 § (0.1) § —
Number of securities 90 72 18 —

For debt securities outside of the Closed Block with gross unrealized losses, 87.7% of the unrealized losses after offsets
pertain to investment grade securities and 12.3% of the unrealized losses after offsets pertain to below investment grade
securities at Pecember 31, 2007.
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The following table represents those securities whose fair value is less than 80% of amortized cost (significant unrealized

loss), that have been at a significant unrealized loss position on a continuous basis.

Duration of Gross Unrealized Losses on
General Account Securities;
($ in millions}

Debt Securities Outside Closed Block
Unrealized losses over 20% of cost
Unrealized losses over 20% of cost after offsets

Number of securities

Investment grade:
Unrealized losses over 20% of cost

Unrealized losses over 20% of cost after offsets

Below investment griade:
Unrealized losses over 20% of cost

Unrealized losses over 20% of cost after offsets

Equity Securities Qutside Closed Block -
Unrealized losses over 20% of cost

Unrealized losses over 20% of cost after offsets

Number of securities

Duration of Gross Unrealized Losses on
General Account Securities:
(3 in millions})

Debt Securities Inside Closed Block
Total fair value
Total amortized cost

Unrealized losses
Unrealized losses after offsets

Number of securities

Investment grade:
Unrealized losses

Unrealized losses after offsets

Below investment grade:
Unrealized losses

Unrealized losses after offsets

Equity Securities Inside Closed Block
Unrealized losses

Unrealized losses after offsets

Number of securities

For debt securities in the Closed Block with gross unrealized losses, 84.3% of the unrealized losses pertain to investment
grade securities and 15.7% of the unrealized losses pertain to below investment grade securities at Cecember 31, 2007.
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As of December 31, 2007
0-6 6-12 Over 12
Total Months Months Months
(54.7) § (547) 3% — 5 —
(17.2) (17.2y § — § -

89 86 1 2
{44.1) (44.1) 3% — 3 —
{14.6) (14.6) $ — 8 —
{10.6) {10.6) — 8 —

(2.6) (2.6) — $ -
(0.3) (0.3) —  $ —
(0.2) (0.2) — 3 —
38 36 2 —
" As of December 31, 2007
0-6 6-12 Over i2
Total Months Months Manths
29348 % 3581 % 6963 3 1,880.4
3,100.1 389.0 746.7 1,973.4
(174.3) (30.9) % (50.4) § (93.0)
— — % — % —
620 105 154 361
(146.9) (28.2) (43.5) § {75.2) /‘
_ — — 3 — ;-
7
/
(27.4) 2.7y § (6.9) $ (:7§3
— — 8 — 3 / —
."f - ‘.
4.1) 3 3.4y § (¢7) 3 —
— § — § — § —
78 71 7 —




The following table represents those securities whose fair value is less than 80% of amortized cost (significant unrealized
loss) that have been at a significant unrealized loss position on a continuous basis.

Duration of Gross Unrealized Losses on As of December 31, 2007

General Account Securities: 0-6 6-12 Over 12
($ in millions) Total Months Months Months
Debt Securities [nside Closed Block

Unrealized losses over 20% of cost $ {41.6) $ (41.6) § -— § —
Unrealized losses over 20% of cost after offsets 3 — ¥ — % — 3 —
Number of securities 40 38 — 2

Investment grade:
Unrealized losses over 20% of cost ) $ (316) §% (3t.6) § — § —

Unrealized losses over 20% of cost after offsets $ — 3 — % — § —

Below investment grade:
Unrealized losses over 20% of cost $ (10.0) § (10.0) § — % —

Unrealized losses over 20% of cost after offsets $ — & — ¥ — § —

Equity Securities Inside Closed Block

Unrealized losses over 20% of cost 3 24) 3 (24) $ — 3 —
Unrealized losses over 20% of cost after offsets 5 — § — 3 — 3 —
Number of securities 29 29 — —

In determining that the securities giving rise to the previously mentioned unrealized losses were not other-than-temporarily
impaired, we considered and evaluated the factors cited above. In making these evaluations, we must exercise considerable
judgment. Accordingly, there can be no assurance that actual results will not differ from our judgments and that such
differences may require the future recognition of other-than-temporary impairment charges that could have a material effect
on our financial position and results of operations. In addition, the value of, and the realization of any loss on, a debt security
or equity security is subject to numerous risks, including interest rate risk, market risk, credit risk and liquidity risk. The
magnitude of any loss incurred by us may be affected by the relative concentration of our investments in any one issuer or
industry. We have established specific policies limiting the concentration of our investments in any single issuer and industry
and believe our investment portfolio is prudently diversified.

Aberdeen Asset Management PLC

As of December 31, 2004, we owned 16.5% of the then outstanding shares of Aberdeen, which we sold on January 14, 2005
for net proceeds of $70.4 million which resulted in a $7.0 million after-tax realized investment loss. We also owned a $27.5
million convertible subordinated note issued by Aberdeen, which was repaid in full on November 19, 2604. These
transactions completed our disposition of our direct financial interests in Aberdeen. See Note 10 to our consolidated financial
statements in this Form 10-K for more information related to our investments in Aberdeen.

Lombard International Assurance S.A.

On January 11, 2005, we disposed of our interests in Lombard Interational Assurance S.A., or Lombard, for consideration
of $59.0 million. In the first quarter of 2007, 2006 and 2005, we realized after-tax gains of $8.9 million, $6.5 million and
$9.3 million, respectively, which included ear-out gain consideration received. We are not entitled to any additional
consideration related to this sale going forward. '

Liquidity and Capital Resources

In the normal course of business, we enter into transactions involving various types of financial instruments such as debt and
equity securities. These instrumenis have credit risk and also may be subject to risk of loss due to interest rate and market
fluctuations.

Liquidity refers 10 the ability of a company to generate sufficient cash flow to meet its cash requirements. The following
discussion combines liquidity and capital resources as these subjects are interrelated.
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The Phoenix Companies, Inc. {consolidated)

Summary Consolidated Cash Flows: Increase (decrease) and
(8 in millions) Years Ended December 31, percentage change

2007 2006 2005 2007 vs. 2006 2006 vs. 2005
Continuing operations:
Cash from operating activities $§ 2923 § 2223 § 4395 % 70.0 31% $  (217.2) (49%)
Cash from investing activities 382.1 691.7 886.5 (309.6) (45%) (194.8) (22%)
Cash for financing activities (519.0) (799.4) {1,465.1) 2804 35% 665.7 45%
Discontinued operations:
Cash from (for) operating activities (12.1) 216 44 (33.7) (156%) 17.2 391%
Cash from (for) investing activities 29.5 (32.8) 1.2 62.3 190% (34.0) (2,833%)

2007 vs. 2006

Continuing Operations

Cash from operating activities increased primarily due to higher fees received and lower benefits paid of $111.4 million and
$155.2 million, respectively. Partially offsetting these increases were lower premiums received of $52.3 million and higher
policy acquisition costs paid of $134.7 million.

Cash from investing activities decreased primarily due to lower proceeds from sales, repayments and maturities, net of new
purchases of $308.1 million, resulting from lower policyholder withdrawals.

Cash for financing activities decreased due to higher policyholder deposits and lower policyholder withdrawals, resulting in
part from a $206.6 million scheduled maturity in 2006 which did not recur in 2007.

Discontinued Operations

Cash from (for) operating activities decreased $33.7 million to net outflows of $12.1 million due to higher cash settlements
in our discontinued reinsurance business in 2006 compared to the lower settlement activity in 2007,

Cash from (for) investing activities improved due to lower capital requirement for the discontinued reinsurance business and
the sale of an Argentine subsidiary. See Note 3 to our consolidated financial statements in this Form 10-K for more
information.

2006 vs. 2005

Continuing Operations

Cash from operating activities decreased primarily due to proceeds from the sale of trading equity securities of $129.7
million in 2005 from the sale of our investments in Aberdeen and Lombard, higher policy acquisition costs of $141.4 million,
lower premiums received of $91.5 million and higher benefits paid of $69.7 million. In addition, income taxes changed by
$26.3 million to $0.9 million paid in 2006 compared with $25.4 million received in 2005. The decreases to cash were
partially otfset by increased investment income and fees received of $25.1 million and $77.1 million, respectively, and lower
dividends and operating expenses paid of $58.2 million and $80.4 million, respectively.

Cash from investing activities decreased primarily due to the liquidation of the Mistic CDO in 2003, offset by lower cash
generated from continuing operations in 2006 and higher sales of investments in 2006 to fund withdrawals of policyhoelder
deposit funds (as described below in financing activities).

Cash for financing activities decreased primarily due to collateralized obligation repayments which decreased $969.6 million,
related mainly to the liquidation of the Mistic CDO, and proceeds received from the settlement of the equity units of $153.7
million. These decreases were offset by higher net withdrawals of policyhalder deposit funds of $400.6 million and higher
loan pay downs of $55.4 million in 2006. The increase in withdrawals of policyholder deposit funds in 2006 was due to
higher surrenders of annuities invested in the general account, primarily related to discontinued products, and a $206.6
million scheduled maturity of an institutionally-placed contract,
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See Note 11 to our consolidated financial statements in this Form 10-K for additional information on financing activities.

The Phoenix Companies, Inc. (parent company only)

Summary Cash Flows: Increase (decrease) and
(8 in millions) Years Ended December 31, percentage change

2007 2006 2005 2007 vs. 2006 2006 vs. 2005
Cash from operating activities $ 804 § 833 § 260§ (2.9) (3%) § 57.3 220%
Cash from (for) investing activities 230 (200.7) (22.3) 2237 111% (178.4) (800%)
Cash from (for) financing activities (11 147.5 (14.8) (158.6) (108%) 162.3 1,097%

2007 vs. 2006

Cash from investing activities changed to net inflows in 2007 from net outflows in 2006 primarily due to activities related to
our equity units. In 2006, we used the proceeds from the equity units remarketed as senior unsecured obligations to purchase
debt securities, while in 2007 we began liquidating certain debt security holdings to prepare for the final payment on the
senior unsecured obligations.

Cash for financing activities changed to a net outflow in 2007 from a net inflow in 2006 due to the receipt of equity unit
proceeds in 2006 which did not recur in 2007. .

2006 vs,_ 2003

Cash from operating activities increased primarily due to receipt of a higher dividend from our largest life insurance
subsidiary.

Cash for investing activities increased due to our use of equity unit proceeds to purchase debt securities and from higher
advances and loans made to subsidiaries.

Cash from financing activities increased due to the receipt of equity unit proceeds, as well as stock option exercises.
Recent Developments

On February 7, 2008, we announced our intention to spin off our asset management subsidiary, PXP, by way of a dividend of
PXP’s stock to the Company’s shareholders. We expect the spin-off and related transactions, or the “Spin-Off”, to occur
during the third quarter of 2008. At this point, decisions regarding the capital structure, expense and overhead support
structure and other matters are under review and consideration.

The Phoenix Companies, Inc. Sources and Uses of Cash

Our primary sources of liquidity have been dividends from Phocnix Life and interest income received from PXP. Under New
York Insurance Law, Phoenix Life can pay stockholder dividends to the holding company in any calendar year without prior
approval from the New York Superintendent of Insurance in the amount of the lesser of 10% of Phoenix Life’s surplus to
policyholders as of the immediately preceding calendar year or Phoenix Life’s statutory net gain from operations for the
immediately preceding calendar year, not including realized capital gains. Phoenix Life paid a dividend of $92.2 million
during 2007 and is able to pay a dividend of $83.8 million in 2008 under this provision. See Note 22 to our consolidated
financial statements in this Form 10-K for morc information on Phoenix Life statutory financial information and regulatory
matters. :

We sponsor postemployment benefit plans through pension and savings plans and postretirement health care and life
insurance for employees of Phoenix Life and PXP. Funding of these obligations is provided by Phoenix Life and PXPona
100% cost reimbursement basis through administrative services agreements with the holding company. See Note 18 to our
consolidated financial statements in this Form 10-K for additional information.
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On June 6, 2006, we amended and restated our existing $150 million unsecured senior revolving credit facility, dated as of
November 22, 2004 (the “Original Facility” and as so amended and restated, the “Amended Facility™). The financing
commitments under the Amended Facility will terminate on June 6, 2009. Potential borrowers on the credit line are The
Phoenix Companies, Inc., PXP and Phoenix Life. We unconditionally guarantee any loans under this facility to Phoenix Life
and PXP. Base rate loans will bear interest at the greater of Wachovia Bank, National Association’s prime ¢commercial rate or
the federal funds rate plus 0.50%. Eurodollar rate loans will bear interest at LIBOR plus an applicable percentage based on
our Standard & Poor’s and Moody’s ratings. There are no current borrowings on the credit facility. The credit facility
contains covenants that require us at all times to maintain a minimum level of consolidated stockholders’ equity, based on
(GAAP standards in effect on June 6, 2006 and a maximum consolidated debt-to-capital ratio of 30%. In addition, Phoenix
Life must maintain a minimum risk-based capital ratio of 250% and a minimum A.M. Best financial strength rating of “A-".
Borrowings under the facility are not conditioned on the absence of a material adverse change.

Under the Amended Facility, the consummation of the Spin-Off may be deemed to be an “Event of Default” which would
cause any outstanding indebtedness under the Amended Facility at the time of the Spin-Off to become immediately due and
payable and would prevent further borrowings under the Amended Facility following the Spin-Off. The Company and PXP
may not be able to refinance outstanding debt, and may not be able to renegotiate or replace the Amended Facility, on
favorable terms, which may have an adverse effect on the Company’s and/or PXP’s liquidity and capital resources.

We were in compliance with all of our credit facility covenants at December 31, 2007.

Rating agencies assign Phoenix Life financial strength ratings and assign us debt ratings based in each case on their opinions
of the relevant company’s ability to meet its financial obligations. Ratings changes may result in increased or decreased
interest costs in connection with future borrowings. Such an increase or decrease would affect our garnings and could affect
our ability to finance our future growth. Downgrades may also trigger defaults or repurchase obligations.

The financial strength and debt ratings as of February 25, 2008 were as follows:

Financial Strength Rating

Rating Agency ) of Pheenix Life Outlock  Senior Debt Rating of PNX Outlook
A.M. Best Company, Inc. A (“Excellent™) Stable bbb (“Adequate™) Positive
Fitch A+ (“Strong™) Stable Not rated

Moody’s A3 (“Good™) Stable Baa3 (“Adequate™) Stable
Standard & Poor’s A- (“Strong™) Stable BBB- (“Good™) Stable

Following our announcement of the Spin-Off of our Asset Management business, on February §, 2008 A .M. Best Company,
Inc. affirmed our A financial strength rating and placed our bbb senior debt rating on positive outlook. On February 11, 2008,
Fitch affirmed it’s A+ financial strength rating and withdrew its senior debt rating. On February 7, 2008, Moody’s affirmed
our A3 financial strength rating as well as our Baa3 senior debt rating and Standard & Poor’s affirmed our A- financial
strength rating as well as our BBB- senior debt rating.

See Note 11 to our consolidated financial statements in this Form 10-K for additional information on financing activities,
See Note 24 to our consolidated financial statements in this Form 10-K for more information on our contingent liabilities.
See Note 26 to our consolidated financial statements in this Form 10-K for more information on the holding company.

Life Companies

The Life Companies’ liquidity requirements principally relate to: the liabilities associated with various life insurance and
annuity products; the payment of dividends by Phoenix Life to us; operating expenses; contributions to subsidiaries; and
payment of principal and interest by Phoenix Life on its outstanding debt obligations. Liabilities arising from life insurance
and annuity products include the payment of benefits, as well as cash payments in connection with policy surrenders,

withdrawals and loans. The Life Companies also have liabilities arising from the runoff of the remaining group accident and
health reinsurance discontinued operations.
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Historically, our Life Companies have used cash flow from-operations and investment activities to fund liquidity
requitements. Their principal cash inflows from life insurance and annuities activities come from premiums, annuity deposits
and charges on insurance policies and annuity contracts. In the case of Phoenix Life, cash inflows also include dividends,
distributions and other payments from subsidiaries. Principal cash inflows from investment activities resuit from repayments
of principal, proceeds from maturities, sales of invested assets and investment income. The principal cash inflows from our
discontinued group accident and health reinsurance operations come from our reinsurance, recoveries from other
retrocessionaires and investment activities. See Note 24 to our ¢onsolidated financial statements in this Form 10-K for
additional information.

Additional liquidity to meet cash outflows is available from our Life Companies’ portfolios of liquid assets. These liquid
assets include substantial holdings of U.S. government and agency bonds, short-term investments and marketable debt and
equity securities.

Phoenix Life’s current sources of liquidity also include the revolving credit facility under which Phoenix Life has direct
borrowing rights, discussed above, subject to our unconditional guarantee. Since the demutualization, Phoenix Life’s access
to the cash flows penerated by the Closed Block assets has been restricted to funding the Closed Block.

A primary liquidity concern with respect to life insurance and annuity products is the risk of early policyholder and
contractholder withdrawal. Our Life Companies closely monitor their liquidity requirements in order to match cash inflows
with expected cash outflows, and employ an asset/liability management approach tailored to the specific requirements of
each product line, based upon the return objectives, risk tolerance, liquidity, tax and regulatory requirements of the
underlying products. In particular, our Life Companies maintain investment programs intended to provide adequate funds to
pay benefits without forced sales of investments. Products having liabilities with relatively long lives, such as life insurance,
are matched with assets having similar estimated lives, such as long-term bonds, private placement bonds and mortgage
loans. Shorter-term liabilities are matched with investments with short-term and medium-term fixed maturities.

Annuity Actuarial Reserves and Deposit Liabilities As of December 31,
Withdrawal Characteristics: 2007 2006
(3 in millions) -
Amounti¥ Percent Amount Percent

Not subject to discretionary withdrawal provision . $ 201.1 3% 3§ 198.4 3%
Subject to discretionary withdrawal without adjustment 1,127.6 18% 1,2251 19%
Subject to discretionary withdrawal with market value adjustment 343.9 5% 515.2 8%
Subject to discretionary withdrawal at contract value less surrender

charge 367.2 6% 5149 8%
Subiject to discretionary withdrawal at market value 42384 68% 3,906.7 62%
Total annuity contract reserves and deposit fund liability $ 6,278.2 100% $6,360.3 100%

(1) Annuity contract reserves and deposit fund liability amounts are reported on a statutory basis, which more accurately reflects the
potential cash outflows and include variable product liabilities. Annuity contract reserves and deposit fund liabilities are monetary
amounts that an insurer must have available to provide for future obligations with respect to its annuities and deposit funds. These are
liabilities in our financial statements prepared in conformity with statutory accounting practices. These amounts are at least equal to the
values available to be withdrawn by policyholders.

Individual life insurance policies are less susceptible to withdrawals than annuity contracts because policyholders may incur
surrender charges and be required to undergo a new underwriting process in order to obtain a new insurance policy. As
indicated in the table above, most of our annuity contract reserves and deposit fund liabilities are subject to withdrawals.

Individual life insurance policies, other than term life insurance policies, increase in cash values over their lives.
Policyholders have the right to borrow an amount up to a certain percentage of the cash value of their policies at any time. As
of December 31, 2007, our Life Companies had approximately $13.5 billion in cash values with respect to which
policyholders had rights to take policy loans. The majority of cash vatues eligible for policy loans are at variable interest
rates that are reset annually on the policy anniversary. Policy loans at December 31, 2007 were $2.4 billion.

The primary liquidity risks regarding cash inflows from the investment activities of our Life Companies are the risks of

default by debtors, interest rate and other market volatility and potential iltiquidity of investments. We closely monitor and
manage these risks.
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We believe that the current and anticipated sources of liquidity for our Life Companies are adequate to meet their present and
anticipated needs.

On December 15, 2004, we repurchased $144.8 million of the previously $175.0 million cutstanding principal amount of our
6.95% surplus notes scheduled to mature in 2006, and recognized a pre-tax loss of $10.4 million in connection with the
transaction. To finance the tender, we issued $175.0 million principal of 7.15% surplus notes with a scheduled maturity of 30
years for proceeds of $171.6 million, net of discount and issue costs. The remaining 6.95% surplus notes were redeemed at
maturity in December 2006.

During 2007, Phoenix Life paid dividends of $92.2 million to the Company, as Phoenix Life’s sole shareholder. Under New
York Insurance Law, Phoenix Life can pay dividends to The Phoenix Companies in any calendar year without the approval
from the New York Superintendent of Insurance in the amount of the lesser of 10% of Phoenix Life’s surplus to
policyholders as of the immediately preceding calendar year or Phoenix Life’s siatutory net gain from operations for the
immediately preceding calendar year, not including realized capital gains. Phoenix Life’s statutory gain from operations was
$115.2 million for the year ended December 31, 2007. The maximum dividend that Phoenix Life can pay in 2008 without
prior approval is $83.8 million.

Phoenix Investment Partners, Lid. (“"PXP")

PXP’s liquidity requirements are primarily to fund operating expenses and pay its debt and interest obligations. PXP also
requires liquidity to fund any potential acquisitions. Historically, PXP’s principal source of liquidity has been cash flow from
operations. We expect that cash flow from operations will continue to be its principal source of working capital. Its current
sources of liquidity also include a revolving credit facility under which it has direct borrowing rights subject to our
unconditional guarantee. We believe that PXP’s current and anticipated sources of liquidity are adequate to meet its present
and anticipated needs.

Effective as of December 31, 2007, our board of directors has approved the full retirement of the inter-company debt
between PNX and PXP by executing a $325.0 million capital contribution from PNX to PXP,

See Note 11 to our consolidated financial statements in this Form 10-K for further details on our financing activities.
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Consolidated Financial Condition

Increase (decrease) and

Consolidated Balance Sheet: As of December 31, percentage change
(% in millions) 2007 2006 2007 vs. 2006
ASSETS
Available-for-sale debt securities, at fair value £ 11,9700 § 12,6968 3§ (726.8) (6%)
Available-for-sale equity securities, at fair value 205.3 187.1 18.2 10%
Mortgage loans, at unpaid principal balances 15.6 71.9 (56.3) (78%)
Venture capital partnerships, at equity in net assets 173.7 116.8 56.9 49%
Policy loans, at unpaid principal balances 2.380.5 2,322.0 585 3%
Other investments 417.1 308.3 108.8 35%
15,162.2 15,702.9 (540.7) (3%)

Available-for-sale debt and equity securities pledged as collateral, .

at fair value 219.1 267.8 (48.7) (18%)
Total investments 15,381.3 15,970.7 (589.4) (4%)
Cash and cash equivalents 5771.7 404.9 ’ 172.8 43%
Accrued investment income 209.6 215.8 (6.2) {3%)
Receivables . 1597 2186 (58.9) (27%)
Deferred policy acquisition costs : 2,081.2 1,752.7 328.5 19%
Deferred income taxes 369 37.1 (0.2} (1%)
Other intangible assets 208.2 2375 (29.3) (12%)
Goodwill 484.5 471.1 13.4 3%
Other assets 247.5 240.2 7.3 3%
Separate account assets 10,820.3 9,458.6 1,361.7 14%
Total assets $ 30,2069 § 29,0072 § 1,199.7 4%
LIABILITIES
Policy liabilities and accruals $ 13,7912 % 13,5157 § 2755 2%
Policyholder deposit funds 1,808.9 2,2284 (419.5) (19%)
Indebtedness 6217.7 685.4 (57.7) (8%)
Other liabilities 551.0 539.0 12.0 2%
Non-recourse collateralized obligations 3179 344.0 (26.1) - (8%)
Separate account liabilities 10,820.3 9,458.6 1,361.7 14%
Total liabilities 27,917.0 26,771.1 1,145.9 4%

STOCKHOLDERS’ EQUITY .
Common stock and additional paid in capital 26174 2,601.6 15.8 1%

Accumulated deficit (9.8) (111.3) 101.5 {31%)
Accumulated other comprehensive loss (138.2) (74N (63.5) 85%
Treasury stock (179.5) (179.5) — 0%
Total stockholders® equity 2,289.9 2,236.1 53.8 2%
Total liabilities, minority interest and stockholders’ equity $ 30,2069 S 29,0072 § 1,199.7 4%

2007 vs. 2006
Equity securities increased due to additional funding made in this asset class in 2007.

Mortgage loans decreased due to the sale of the majority of the portfolio in 2007. There were no new investments in
mortgage loans. ‘

Venture capital partnerships increased due to new commitments, additional contributions and equity in earnings, partially
offset by distributions of $30.1 million. Venture capital investments in the Closed Block increased by $59.3 million while
Open Block investments decreased by $2.4 million.

Other investments increased primarily due new investments made in mezzanine partnerships and direct equity holdings. In
addition, we began hedging our GMAB and GMWB liabilities in 2006 and 2007 respectively, and consequently, have
increased derivative assets in 2007 related to additional sales of products with those riders.

Receivables decreased due to reductions to reinsurance recoverables related to lower death benefit accruals.
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Composition of Deferred Policy Acquisition Costs Increase (decrease) and

by Product: As of December 31, percentage change

(8 in miltions) - 2007 2006 2007 vs. 2006
Variable universal life $ 3589 % 3642 3 (5.3) (1%)
Universal life 820.8 527.1 293.7 56%
Variable annuities : 310.0 281.3 28.7 10%
Fixed annuities 14.0 21.3 (7.3) (34%)
Traditional life 571.5 558.8 18.7 1%
Total deferred policy acquisition costs ) 2,081.2 § 1,7527 § 328.5 19%

Other intangible assets decreased due to amortization during 2007.

Separate account assets increased 14% primarily due to favorable investment performance and new deposits. Separate
account liabilities increased by a corresponding amount.

Policyholder deposit funds decreased due to net cutflows, primarily from discontinued annuity products.

See Note 7 to our consolidated financial statements in this Form 10-K for additional information.

Contractual Obligations and Commercial Commitments

Contractual Obligations and As of December 31, 2007

Commercial Commitments:

(8 in millions) Total 2008 2009 - 2010 2011 - 2012 Thereafter
Contractual Obligations Due ‘

IndebtednesstD % 6287 § 1537 % — % — % 4750
Operating lease obligations 24.7 9.8 8.6 2.8 35
Other purchase liabilities2x3) 135.7 529 55.7 21.9 5.2
Total fixed contractual obligations 789.1 2164 64.3 247 483.7
Other long-term liabilitiest4 73,197.2 2,954.9 5,293.8 5,439.6 59,508.9
Subtotal § 739863 § 31713 § 53581 § 54643 $ 599926
Non-recourse collateralized obligationst*! 3072 — — — 307.2
Total contractual obligationst® $§ 742935 § 31713 § 5358.1 § 54643 § 60,2998
Commercial Commitment Expirations

Standby letters of credit” $ 556 $ 556 3% — 3 — '3 —
Other commercial commitmentsGH® 164.4 62.6 56.8 - 402 4.8
Tatal commercial commitments $ 2200 § 1182 § 568 § 40.2 § 4.8

e
2)
(&)}

(4

5)

Indebtedness amounts include principal only

Other purchase liabilities relate to open purchase orders, required pension funding and other contractual obligations.

Commitments related to recent business combinations-are not included in amounts presented in this table. See the discussion on the
following pages. o

Policyholder contractual obligations represent estimated benefits from life insurance and annuity contracts issued by our life insurance
subsidiartes. Policyholder contractual obligations also include separate account liabilities, which are contractual obligations of the
separate accounl assets established under applicable state insurance laws and are legally insulated from our general account assets.
Future obligations are based on our estimate of future investment eamings, mortality, surtenders and applicable policyholder dividends,
Included in the amounts above are policyholder dividends generated by estimated favorable future investment and mortality, in excess
of guaranteed amounts for our Closed Block. Actual obligations in any single year, or ultimate total obligations, may vary materially
from these estimates as actual experience emerges. As described in Note 2 to our consolidated financial statements in this Form 10-K,
policy liabilities and accruals are recorded on the balance sheet in amounts adequate to meet the estimated future obligations of the
policies in force. The policyholder obligations reflected in the table above exceed the policy liabilities, policyhelder deposit fund
liabilities and separate account labilities reported on our December 31, 2007 Consolidated Balance Sheet because the above amounts
do not reflect future investment earnings and future premiums and deposits on those policies. Separate account obligations will be
funded by the cash flows from separate account assets, while the remaining obligations will be funded by cash flows from investment
earnings on general account assets and premiums and deposits on tontracts in force.

Non-recourse obligations are not direct liabilities of ours, as they will be repaid from investments pledged as collateral recorded on our
consolidated balance sheet. See Note 14 to our consolidated financial statements in this Form 10-K for additional information,
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) Due to the uncertainty of the timing of future cash flows associated with our unrecognized tax benefits at December 31, 2007, we are
unable to make reasonably reliable estimates of the period of cash settlement with the respective taxing authorities. Therefore, $17.9
million of unrecognized tax benefits have been excluded from this table. See Note 16 1o our consolidated financia! statements in this
Form 10-K for additional information on unrecognized tax benefits.

™M Our standby letters of credit automatically renew on an annual basis,

@1 Other commercial commitments relate to venture capital partnerships ($142.1 million) and private placements ($22.3 miltion). The
venture capital commitments can be drawn down by private equity funds as necessary to fund their portfolio investments through the
end of the funding period as stated in each agreement. The obligations related to private placements are all due to be funded during
2008.

Commitments Related to Recent Business Combinations
PFG Holdings, Inc. ("PFG"})

In 2003, we acquired the remaining interest in PFG Holdings, Inc., or PFG, the holding company for our private placement
operation. The initial purchase consideration was $16.7 million in addition to a contingent obligation for additional purchase
consideration based on the achicvement of certain performance targets through 2007 and the appraised value of PFG as of
December 31, 2007. Through . November 2007, we paid additiona! consideration of $19.4 million, including $13.4 million,
$0.0 million and $3.0 million during 2007, 2006 and 2005 respectively. In November 2007, we amended the original
purchase agreement to extend the term of the agreement through the end of 2009 and to establish a more objective
mechanism to value PFG and calculate the final amount of contingent consideration. As a result, we may be obligated to
make additional cash payments of $17.6 million by June 2010 if certain performance targets are met through December
2009. Since the contingemt payments are based on the achievement of performance targets, the actual payments may be
lower. If the performance targets arc exceeded, the actual payments may be higher, subject to a maximum of $77.1 million.
In accordance with EITF 95-8, Accounting for Contingent Consideration Paid to the Shareholders of an Acquired Enterprise
in a Purchase Business Combination, a portion of the contingent payments will be accounted for as goodwill, and the
amounts related to performance in excess of targets will be expensed, if and when achieved.

Obligations Related to Pension and Postretirement Employee Benefit Plans

We provide our employces with postemployment benefits that include retirement benefits, through pension and savings
plans, and other benefits, including health care and life insurance. Employee benefit expense related to these plans totaled
$26.1 million, $33.8 million and $28.2 million for 2007, 2006 and 2005, respectively.

We have two defined benefit pension plans covering our employees. The employee pension plan, covering substantially ail of
our employees, provides benefits up to the amount allowed under the Internal Revenue Code. The supplemnental plan

provides benefits in excess of the primary plan. Retirement benefits under both plans are a function of years of service and
compensation. The employee pension plan is funded with assets held in a trust, while the supplemental plan is unfunded.

Funded Status of Qualified and Non-Qualified Employee Plan Supplemental Plan
:T;:_‘:i":l:;]{;';;“ As of December 31,

' 2007 2006 2007 2006
Plan assets, end of year 3 5012 % 4829 § — —
Projected benefit obligation, end of year (526.8) (522.9) (140.7) (126.6)
Plan assets less than projected benefit obligations, end of year 5 {25.6) § {40.0) § (140.7) $ {126.6)

The changes in the projected benefit obligations of the employee plan and the supplemental plan at December 31, 2007 as
compared 1o December 31, 2006 are principally the result of accrued service cost and interest cost.

We made payments totaling $20.0 million to the pension plan during 2007. We do not expect any required contributions in
2008. '

We also have a postretirement benefit plan, which is unfunded and had projected benefit obligations of $(70.9) million and
$(79.0) millton as of December 31, 2007 and 2006, respectively.

We have entered into agreements with certain key executives of the Company that will, in certain circumstances, provide
separation benefits upon the termination of the executive’s employment by the Company for reasons other than death,
disability, cause or retirement, or by the executive for “good reason,” as defined in the agreements. For most of these
executives, the agreements provide this protection only if the termination occurs following (or is effectively connected with)
the occurrence of a change of control, as defined in the agreements. As soon as reasonably possible upon a change in control,
as so defined, we are required to make an irrevocable contribution to a trust in an amount sufficient to pay benefits due under
these agreements.

See Note 18 to our consolidated financial statements in this Form 10-K for more information.
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Off-Balance Sheet Arrangements

As of December 31, 2007, we did not have any significant off-balance sheet arrangements as defined by Item 303(a)(4)(ii) of
SEC Regulation S-K. See Note 14 to our consolidated financia! statements in this Form 10-K for more information on
variable interest entities.

Reinsurance

We maintain life reinsurance programs designed to protect against large or unusual losses in our life insurance business.
Based on our review of their financial statements, reputations in the reinsurance marketplace and other relevant information,
we believe that we have no material exposure to uncollectible life reinsurance.

Statutory Capital and Surplus and Risk-Based Capital

Phoenix Life’s consolidated statutory basis capital and surplus (including AVR) decreased from $1,134.8 million at
December 31, 2006 to $1,055.6 million at December 31, 2007, The principal factors resulting in this decrease were the
dividend of $92.2 million paid to the parent and the acquisition costs associated with a significant increase in new business.

Section 1322 of New York Insurance Law requires that New York life insurers report their risk-based capitat. Risk-based
capitat is based on a formula calculated by applying factors to various asset, premium and statutory reserve items. The
formula takes into account the risk characteristics of the insurer, including asset risk, insurance risk, interest rate risk and
business risk. Section 1322 gives the New York State Insurance Department explicit regulatory authority to require various
actions by, or take various actions against, insurers whose Total Adjusted Capital (capital and surplus plus AVR plus
one-half the policyholder dividend liability) does not exceed certain risk-based capital levels. Each of our other life insurance
subsidiaries is also subject to these same risk-based capital requirements.

The levels of regulatory action, the trigger point and the corrective actions required are summarized below:

Company Action Level - results when Total Adjusted Capital falls below 200% of Authorized Control Level at which point
the Company must file a comprehensive plan to the state insurance regulators; '

Regulatory Action Level — results when Total Adjusted Capital falls below 150% of Authorized Control Level where in
addition to the above, insurance regulators are required to perform an examination or analysis deemed necessary and issue a
corrective order specifying corrective actions;

Authorized Control Level — results when Total Adjusted Capital falls below 100% of Authorized Control Level risk-based
capital as defined by the NAIC where in addition to the above, the insurance regulators are permitted but not required to

place the Company under regulatory control; and

Mandatory Control Level - results when Total Adjusted Capital falls below 80% of Authorized Control Level where
insurance regulators are required to place the Company under regulatory control.

At December 31, 2007, Phoenix Life’s Total Adjusted Capital level was in excess of 400% of Company Action Level-and
each of its insurance subsidiaries’ levels were in excess of 350%.

See Note 22 to our consolidated financial statements in this Form 10-K regarding the Life Companies’ statutory financial
information and regulatory matters.
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Net Capital Requirements

Our broker-dealer subsidiaries are each subject to the net capital requirements imposed on registered broker-dealers by the
Securities Exchange Act of 1934. Each is also required to maintain a ratio of aggregate indebtedness to net capital that does
not exceed 15:1. At December 31, 2007 the largest of these subsidiaries had net capital of approximately $7.4 million, which
is $6.5 million in excess of its required minimum net capital of $0.9 million. The ratio of aggregate indebtedness to net
capital for that subsidiary was 1.84:1. The ratios of aggregate indebtedness to net capital for cach of our other broker-dealer
subsidiaries were also below the regulatory ratio at December 31, 2007 and their respective net capital each exceeded the
applicable regulatory minimum.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

For information about our management of market risk, see the Enterprise Risk Management section of Management’s
Discussion and Analysis of Financial Condition and Resuits of Operations.

Item 8. Financial Statements and Supplementary Data

The Financial Statements and Supplementary Data required by this item are presented beginning on page F-1.

ftem 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We have carried out an evaluation under the supervision and with the participation of our management, including our
Principal Executive Officer and our Principal Financial Officer, of the effectiveness of the design and operation of our
disclosure controls and procedures. There are inherent limitations to the effectiveness of any system of disclosure controls
and procedures, including the possibility of human error and the circumvention or overriding of the controls and procedures.
Accordingly, even effective disclosure controls and procedures can only provide reasonable assurance of achieving their
control objectives. Based upon our evaluation, these officers have concluded that, as of December 31, 2007, the disclosure
controls and procedures were effective to provide reasonable assurance that information required to be disclosed in the
reports we file and submit under the Securities and Exchange Act of 1934 is recorded, processed, summarized and reported
within the time period specified in the SEC’s rules and forms.

Management’s Annual Report on Internal Control over Financial Reporting

Our management, including our Principal Executive Officer and our Principal Financial Officer, is responsible for
establishing and maintaining an adequate system of internal control over financial reporting, Internal control over financial
reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external reporting purposes in accordance with generalty accepted accounting
principles. Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstaternents. Management has assessed the effectiveness of our internal control over financial reporting as of

December 31, 2007. In making its assessment, management has used the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission in Internal Control—Integrated Framework. Management concluded that based
on its assessment, our internal control over financial reporting was effective as of December 31, 2007. The effectiveness of
our internal control over financial reporting as of December 31, 2007 has been audited by PricewaterhouseCoopers LLP, an
independent registered public accounting firm, as stated in its report which appears on pages F-1 through F-2 below.
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Changes in Internal Control over Financial Reporting

During the three months ended December 31, 2007, there were no changes that have materially affected, or are reasonably
likely to matenally affect, our internal control over financial reporting.

Item 9B. Other Information

None.
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PART II1

Item 10. Directors, Executive Officers and Corporate Governance

The information required by Items 401, 405, 406 and paragraphs (c)(3), (d)(4) and (d)(5) of Item 407 of Regulation 5-K,
except for Item 401 with respect to the executive officers as disclosed below, is incorporated herein by reference to the
information set forth in our definitive proxy statement for the 2008 annual meeting of shareholders, or our 2008 Proxy
Statement, to be filed with the Securities and Exchange Commission within 120 days after the close of the fiscal year covered
by this Form 10-K and under the sections entitled: “Proposal 1: Election of Directors”, “Section 16(a) Beneficial Ownership
Reporting Compliance”, “Corporate Governance” and “Audit Committee Charter and Report™.

Set forth below is a description of the business positions held during at least the past five years by the current executive
officers of Phoenix. All ages are as of March 1, 2008.

DONA D. YOUNG, age 54, has been Chairman of the Company and Phoenix Life since April 2003, Chief Executive Officer
since January 2003, President since 2000; Chief Operating Officer of the Company and Phoenix Life from February through
December 2002; Executive Vice President, Individual Insurance and General Counsel of Phoenix Life from 1994 to 2000.

PETER A. HOFMANN, age 49, has been Senior Executive Vice President and Chief Financial Officer of the Company since
November 2007. Previously, Mr. Hofmann served as Executive Vice President, head of the Office of the Chairman and
Strategic Relations and Chief Strategic Officer of the Company since February 2007, and as Senior Vice President and Chief
Strategic Officer of the Company since January 2004. Mr. Hofimann joined the Company in 2001 to establish the investor
relations function and to prepare the Company for its demutualization and initial public offering.

GEORGE R. AYLWARD, JR., age 43, has been Senior Executive Vice President and President, Asset Management of the
Company since February 2007. Previously, Mr. Aylward served as Senior Vice President, Asset Management of the
Company and as President of PXP since November 2006. Mr. Aylward also served as Senior Vice President and Chief
Operating Officer, Asset Management of the Company from 2004 through 2006 and as Chief of Staff to Mrs. Young from
2002 through 2004. Mr. Aylward joined the Company in 1996 and served in several senior financial positions in its Asset
Management business prior to 2002.

PHILIP K. POLKINGHORN, age 50, has been Senior Executive Vice President and President, Life and Annuity of the
Company since February 2007. Previously, Mr. Polkinghorn served as Executive Vice President, Life and Annuity of the
Company since March 2004. Prior to joining the Company in 2004, Mr. Polkinghom had been Vice President of Sun Life
Financial Company since 2001 with responsibility for the overall management of its annuity business.

JAMES D. WEHR, age 50, has been Senior Executive Vice President and Chief Investment Officer of the Company since
February 2007. Previously, Mr. Wehr served as Executive Vice President and Chief Investment Officer of the Company
since February 2005 and as Senior Vice President and Chief Investment Officer of the Company and Phoenix Life since
January 1, 2004. Prior to that, he was Senior Managing Director and Portfolio Manager of PXP from 1995 through 2003. He
joined the Company in 1981 and held a series of increasingly senior investment positions prior to 1995,

DAVID R. PELLERIN, age 48, has been Senior Vice President and Chief Accounting Officer of the Company since
November 2007. Previously, Mr. Pellerin served as Senior Vice President and Chief Financial Officer, Asset Management of
the Company since February 2007 and as Vice President and Chief Financial Officer, Asset Management of the Company
since November 2006. Mr. Pellerin joined the Company in 1983 and has held numerous senior financial roles, including Vice
President, Corporate Finance of the Company and Vice President and Chief Financial Officer of American Phoenix, which
was formerly the Company’s wholly-owned property casualty brokerage subsidiary.
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Code of Ethics

We have a code of ethics that is applicable to all of our Company directors and employees, including our principal executive
officer, principal financial officer and principal accounting officer. A copy of this code (our “Code of Conduct™) may be
reviewed on our web site at www.phoenixwm.com, in the Investor Relations section. The latest amendments to the Code of
Conduct will be reflected, together with a description of the nature of any amendments, other than enes that are technical,
administrative or non-substantive, on the above web site. In the event we ever waive compliance with the code by our
principal executive officer, our principal financial officer, or our principal accounting officer, we will disclose the waiver on
that web site. Copies of our code may also be obtained without charge by sending a request either by mail to: Corporate
Secretary, The Phoenix Companies, Inc., One American Row, P.O. Box 5056, Hartford, Connecticut 06102-5056, or by
e-mail to: corporate.secretary@phoenixwm.com.

Item 11.Executive Compensation

The information required by Item 402 and paragraphs (e){4) and (e)(5) of Item 407 of Regulation S-K is incorporated herein
by reference to the information set forth under the sections entitled: “Compensation of Executive Officers”, “Compensation
Committee Charter, Processes, Interlocks and Report” and “Compensation of Directors™ of our 2008 Proxy Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information required by ftem 403 of Regulation S-K is incorporated herein by reference to the information set forth
under the section entitled “Ownership of Common Stock” of our 2008 Proxy Statement.

The information required by Item 201(d) of Regulation S-K follows.
Securities Authorized for Issuance Under Equity Compensation Plans

The following table sets forth information as of the end of the Company’s 2007 fiscal year with respect to compensation
plans under which equity securities of the Company are authorized for issuance.

(A) (B) <
Number of securities
Number of securities to be Weighted-average remaining available for
Plan Category issued upon exer¢ise issue price of future issuance under
: of outstanding options, cutstanding options, equity compensation plans,
warrants and rights warrants and rightstt excluding securities

reflected in Column (A)

Equity compensation plans

approved by the Company's

shareholders:

— 2003 Restricted Stock,
Restricted Stock Unit and
Long-Term Incentive Plani® 3,067,821 N/A 1,550,769

Equity compensation plans not
approved by the Company’s
shareholders:

_ i 4

pock Incentive Phan 3,936,786 $14.74 978,283
~ Directors Stock Flan 150,700 $16.20 833,043
— Executive Employment

Agreement(”) 3947373 N/A —
Total plans not approved by

shareholders 4,482,223 $14.79 1,811,326
Total 7,550,044 $14.79 3,362,095

(1 Indebtedness amounts include principal only.

2} A copy of the 2003 Restricted Stock, Restricted Stock Unit and Long-Term [ncentive Plan was filed as an exhibit to our 2003 Proxy
Statement filed by the Company with the SEC on March 21, 2003,
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) This figure consists of the shares underlying 662,460 RSUs that vest over time, 1,798,536 RSUs that are subject to performance

1}

&)

(6

contingencies and 606,825 RSUs that are subject to no contingencies (but which are not currently convertible). Included in these figures
are RSUs granted to Mrs. Young in connection with her Amended and Restated Employment Agreement as described in the Form 8-K
filed by the Company on May 18, 2005,

A copy of the Stock Incentive Plan was filed as an exhibit to the Form 8-1 filed by the Company with the SEC on February 9, 2001.
The following summary of the material features of the plan is qualified in its entirety by reference to the full text of the plan, which is
hereby incorporated by reference.

Under the Company’s Stock Incentive Plan, the Compensation Committee (or if the committee delegates such autharity to the CEQ}
may grant stock options to officers, employees and insurance agents of the Company and its subsidiaries, The maximum number of
shares issuable under the plan with respect to officers, employees and insurance agents of the Company other than Phoenix Investment
Partners, Ltd, (including those who are also employees, officers or directors of Phoenix Investment Partners and those individuals who
were officers or employees of the Company on Apnl 17, 2000) is the aggregate of 5% (approximately 5.25 million} of the shares
outstanding on June 26, 2001 (approximately 105 million shares) reduced by the shares issuable pursuant to options or other awards
granted under the Company’s Directors Stock Plan and, with respect to officers and employees of Phoenix Investment Partners (other
than those officers, employees or insurance agents described above), 1% (approximately 1.05 million) of the shares outstanding on
June 26, 2001. The maximum number of shares which may be subject to award under the plan: prior to June 25, 2003, shall not exceed
75% of the shares available under the plan; prior to June 25, 2004, shall not equal 85% of the shares available under the plan; and prior
to June 25, 2005, shall not exceed 100% of the shares available under the plan. During any five-year period, no participant may be
granted options in respect of more than 5% of the shares available for issuance under the plan, The Board may terminate or amend
(subject, in some cases, to the approval of its shareholders and, prior to June 25, 2000, to the approval of the New York Superintendent
of Insurance) the plan, but such termination or amendment may not adversely affect any outstanding stock options without the consent
of the affected participant. The plan will continue in effect until it is terminated by the Board or until no more shares are available for
issuance. :

The exercise price per share subject to an option will be not less than the fair market value of such share on the option’s grant date. Each
option will generally become exercisable in equal installments on each of the first three anniversaries of the grant date, except that no
option was exercisable prior to June 25, 2003 nor may any option be exercised after the tenth anniversary of its grant date. Options may
not be transferred by the grantee, except in the event of death or, if the committee permits, the transfer of non-qualified stock options by
gift or domestic relations order to the grantee’s immediate family members. Upon a grantee’s death, any outstanding options previously
granted to such grantee will be exercisable by the grantee’s designated beneficiary until the earlier of the expiration of the option or five
years following the grantee’s death. If the grantee terminates employment by reason of disability or retirement, any outstanding option
will continue to vest as if the grantee’s service had not terminated and the grantee may exercise any vested option until the earlier of
five years following termination of employment or the expiration of the option. If the grantee’s employment is terminated for cause, the
grantee will forfeit any outstanding options. If the grantee’s employment terminates in connection with a divestiture of a business unit
or subsidiary or similar transaction, the committee may provide that all or some outstanding options will continue to become exercisable
and may be exercised at any time prior to the earlier of the expiration of the term of the options and the third anniversary of the
grantee’s termination of service. If the grantee terminates employment for any other reason, any vested options held by the grantee at
the date of termination will remain exercisable for a period of 30 days and any then unvested options will be forfeited.

Generally, upon a change of control (as defined in the plan), each outstanding option will become fully exercisable. Alternatively, the
committee may: {i) require that each option be canceled in exchange for a payment in an amount equal to the excess, if any, of the price
paid in connection with the change of control over the exercise price of the option; or (i} if the committee determines in good faith that
the option will be honored or assumed by, or an alternative award will be issued by, the acquirer in the change of control, require that
each option remain outstanding without acceleration of vesting or exchanged for such alternative award.

This figure consists of the shares which underlie the options issued under the Stock Incentive Plan (3,064,849 of which are fully vested
and 871,937 of which are subject to vesting with the passage of time).

A copy of the Directors Stock Plan was filed as an exhibit to the Form S-! filed by the Company on February 9, 2001. The following
summary of the material features of the plan is qualified in its entirety by reference to the full text of the plan, which is hereby
incorporated by reference.

Under the Directors Stock Plan, the Board of Directors may grant options to outside directors, provided that: (a) prior to June 25, 2006
such options will be in substitution for a portion of the cash fees that would otherwise have been payable to such directors; and (b) the
aggregate number of shares issuable pursuant to options will not exceed 0.5% of the total shares outstanding on June 26, 2001, or
524,843 shares. Each option entitles the holder to acquire one share of our Common Stock at the stated exercise price. The exercise
price per share will not be less than the fair market value of a share on the day such option is granted and the option will be exercisable
from the later of June 25, 2003 or the day the option is granted until the earlier of the tenth anniversary of such grant date or the third
anniversary of the day the cutside director ceases to provide services for the Company. Under the Directors Stock Plan, the Board of
Directors may require the outside directors to receive up to one-half of their directors fees in shares instead of cash and the outside
directors may elect to receive any portion of such fees in shares instead of cash. The aggregate number of shares that may also be issued
in lieu of cash fees may not exceed 500,000 shares, bringing the total available under this plan to 1,024,843 shares.

™M This figure consists of the shares, which underlie the options issued, under the Directors Stock Plan.
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8) This figure consists of the shares which underlie the RSUs issued or issuable pursuant to the related agreement.

® A copy of the Company’s Executive Employment Agreement with Mrs. Young was filed as an exhibit to the Form 8-K filed by the
Company as of January 1, 2003. The following summary of the material features of the RSUs subject to that agreement is qualified in
its entirety by reference to the full text of the agreement. For all purposes other than governing the terms of the RSUs, the Executive
Employment Agreement with Mrs. Young is no longer effective and has been replaced by the Amended and Restated Employment
Agreement between the Company and Mrs. Young, filed as an exhibit to the 10-Q filed by the Company on August 9, 2005.

The Company’s Executive Employment Agreement with Mrs. Young provides for the issuance to her of that number of RSUs equal to
the number resulting from dividing $3,000,000 by the closing price of our Common Stock on December 31, 2002 ($7.60) (i.e. 394,737
RSUs). The agreement expressly provides for the issuance of stock to Mrs. Young on a specified period of time following the
termination of her employment with the Company (the period from the grant date of January 1, 2003 to that date being the “Restricted
Period”). The agreement further provides that while Mrs. Young holds the RSUs, she will not have any right to transfer, vote or to direct
the vote of the underlying shares of stock. The Company will credit each RSU with dividend equivalents and interest thereon, both to be
distributed to Mrs. Young at the end of the Restricted Period. Dividend equivalents were reduced in 2006 to satisfy required tax
withholding on vesting.

Item 13. Certain Relationships and Rélated Transactions, and Director Independence

The information required by Items 404 and 407(a) of Regulation $-K is incorporated herein by reference to the information
set forth under the section entitled “Corporate Governance” of our 2008 Proxy Statement.

Item 14. Principal Accounting Fees and Services

The information required by Item 9(e) of Schedule 14A is incorporated herein by reference to the information set forth under
the section entitled “Proposal 2: Ratification of the Appointment of our Independent Registered Public Accounting Firm” of
our 2008 Proxy Statement.
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PART IV

Item 15. Exhibits, Financial Statement Schedules

(a) Documents filed as part of this Form 10-K include:

|.  Financial Statements. The financial statements listed in Part II of the Table of Contents to this Form 10-K are filed
as part of this Form 10-K;

2. Financial Statement Schedules. All financial statement schedules are omitted as they are not applicable or the
information is shown in the consolidated financia!l statements or notes thereto; and

3. Exhibits. The exhibits listed under the caption “Exhibit Index” herein are filed as part of this Form 10-K. Exhibit
numbers 10.1 through 10.35 are management contracts or compensatory plans or arrangements.

In reliance upon Item 601(4)(iii} of Regulation S-K, we hereby give notice that, in connection with the filing of this Annual
Report on Form 10-K, we do not intend to file as exhibits copies of our instruments with respect to long-term debt where the
total amount of securities authorized thereunder does not exceed 10% of the total assets of the Company and its subsidiaries
on a consolidated basis. We hereby agree to furnish a copy of any such instrument to the Securities and Exchange
Commission upon request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Dated: February 29, 2008

Dated: February 29, 2008

Dated: February 29, 2008

THE PHOENIX COMPANIES, INC,
{Registrant)

By: /s/ Dona D. Young

Dona D. Young

Chairman, President and Chief Executive Officer
{Principal Executive Officer)

By: /¢/ Peter A. Hofmann ' '

Peter A. Hofmann

Senior Executive Vice President and Chief Financial Officer
(Principal Financial Officer)

By: /s/ David R. Pellerin

David R. Pellerin

Senior Vice President and Chief Accounting Officer
(Principal Accounting Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below, dated February 29,
2008, by the following persons on behalf of the Registrant and in the capacities indicated.

*

Sal H. Alfiero, Director

*

Martin N. Baily, Director

*

Jean S. Blackwell, Director

*

Peter C. Browning, Director

*

Arthur P. Byrne, Director

*

Sanford Cloud, Jr., Director

*

Gordon J. Davis, Director

*By: /s/ Tracy L. Rich
Tracy L. Rich

Attorney-in-Fact

*

John H. Forsgren, Jr., Director

*

Ann Maynard Gray, Director

*

John E. Haire, Director

*

Jerry . Jasinowski, Director

*

Thomas S. Johnson, Director

/s/ Dona D. Young
Dona D. Young, Chairman
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PRICEAATERHOUSE(COPERS

PricewaterhouseCoopers LLP
185 Asylum Street, Suite 2400
Hartford CT 06103-3404
Telephone (860) 241 7000
Facsimile (860} 241 7590

REFPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
The Phoenix Companies, Inc.;

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income
and comprehensive income, cash flows and changes in stockholders® equity present fairly, in all material
respects, the financial position of The Phoenix Companies, Inc. and its subsidiaries at December 31, 2007 and
2006, and the results of their operations and their cash flows for each of the three years in the period ended
December 31, 2007 in conformity with accounting principles generally accepted in the United States of America.
Also in our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2007, based on criteria established in fnternal Control - Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s
management is responsible for these financial statements, for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting, included in
Management’s Annual Report on Internal Control Over Financial Reporting appearing under ltem 9A. Our
responsibility is to express opinions on these financial statements and on the Company’s internal control over
financial reporting based on our integrated audits. We conducted our audits in accordance with the standards of
the Public Company Accounting Oversight Board (United States). Those standards require that we plan and
perform the audits to obtain reasonable assurance about whether the financial statements are free of material
misstatement and whether cffective internal control over financial reporting was maintained in all material
respects. Our audits of the financial statements included examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overal! financial statement presentation. Our audit of internal
control over financial reporting included obtaining an understanding of internal control over financial reporting,
assessing the risk that a material weakness exists, and testing and evaluating the design and operating
effectiveness of internal controf based on the assessed risk. Our audits also inctuded performing such other
procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable
basis for our opinions.

As discussed in Notes 2 and 18 to the consolidated financial statements, the Company changed the manner in
which it accounts for defined pension and other postretirement plans effective December 31, 2006,

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
onty in accordance with authorizations of management and directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.
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Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

%MEM«&M LLP | o

February 25, 2008
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THE PHOENIX COMPANIES, INC.
Consolidated Balance Sheet
($ in millions, except share data)
December 31, 2007 and 2006

ASSETS:

Available-for-sale debt securities, at fair value
Available-for-sale equity securities, at fair value
Mortgage loans, at unpaid principal balances
Venture capital partnerships, at equity in net assets
Policy loans, at unpaid principal balances

Other investments

Available-for-sale debt and equity securities pledged as collateral, at fair value

Total investments

Cash and cash equivalents
Accrued investment income
Receivables

Deferred policy acquisition costs
Deferred income taxes
Intangible assets

Goodwill

Other assets

Separate account assets

Total assets

LIABILITIES:

Policy liabilities and accruals
Policyholder deposit funds
Indebtedness

Other liabilities

Non-recourse collateralized obligations
Separate account liabilities

Total liabilities

COMMITMENTS AND CONTINGENCIES (NOTES 23, 24 & 25)

STOCKHOLDERS® EQUITY:

Common stock, $.01 par value: 125,604,486 and 125,001,730 shares issued
Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive loss

Treasury stock, at cost: 11,313,564 and 11,313,564 shares

Total stockholders’ equity
Total liabilities, minority interest and stockholders’ equity

2007 2006

$ 11,9700 § 12,696.8
205.3 187.1

15.6 71.9

173.7 116.8
2,380.5 2,322.0
417.1 308.3
15,162.2 15,702.9
219.1 267.8
15,381.3 15,970.7
577.7 404.9
209.6 215.8
159.7 218.6
2,081.2 1,752.7
36.9 37.1
2082 237.5
484.5 471.1
2475 240.2
10,820.3 9.458.6
$ 302069 $ 29,007.2
$ 13,7912 $ 13,5157
1,808.9 2,228.4
627.7 685.4
551.0 539.0
317.9 344.0
10,820.3 9,458.6
27,917.0 26,771.1
1.3 13
2,616.1 2,600.3
(9.8) (111.3)
(138.2) (74.7)
(179.5) (179.5)
2,289.9 2,236.1

$ 30,2069 $ 29,0072

The accompanying notes are an integral part of these financial statements.




THE PHOENIX COMPANIES, INC.

Consolidated Statement of Income and Comprehensive Income

($ in millions, except per share data)

Years Ended December 31, 2007, 2006 and 2005

REVENUES:

Premiums

[nsurance, investment management and product fees
Mutual fund ancillary fees and other revenue
Investment income, net of expenses

Net realized investment gains (losses)

Total revenues

BENEFITS AND EXPENSES:

Policy benefits, excluding policyholder dividends
Policyholder dividends

Policy acquisition cost amortization

Intangible asset amortization

Intangible asset impairment

Interest expense on indebtedness

Interest expense on non-recourse collateralized obligations
Other operating expenses

Total benefits and expenses

Income from continuing operations before income taxes
Income tax expense

Income from continuing operations
Income (loss) from discontinued operations, net of income taxes

Net income

EARNINGS PER SHARE:

Eamnings from continuing operations — basic
Earnings from continuing operations — diluted
Net earnings ~ basic

Net earnings — diluted

Basic weighted-average common shares outstanding (in thousands)

Diluted weighted-average common shares outstanding (in thousands)

COMPREHENSIVE INCOME:
Net income
Other comprehensive income (loss)

Comprehensive income (loss)

The accompanying notes are an integral part of these financial statements.
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2007 2006 2005
$ 7983 S 8397 $ 928.7
653.2 560.6 501.7
67.7 54.8 46.5
1,060.4 1,049.9 1,100.3
{6.8) 76.5 34.2
2,572.8 2,581.5 2,611.4
1,303.7 1,331.5 1,376.7
380.0 399.1 364.4
198.7 1487 132.1
30.4 32.0 33.8
— 32.5 10.6
44,2 49.2 46.6
15.4 18.7 29.4
4399 428.4 482.8
2,412.3 2,440.1 2,476.4
160.5 141.4 135.0
(33.1) (42.6) 7.1
127.4 98.8 107.9
(3.5) 1] 0.5
$ 123.9 § 999 § 108.4
$ 112§ 089 § 1.14
$ 110§ 087 § 1.05
$ 109§ 090 § 1.14
3 107§ 0.88 § 1.06
114,091 £10,932 95,045
115,989 113,181 102,438
$ 1239 S 299 § 108.4
(63.5) 13.9 (117.0)
$ 604 S 1138 § (8.6)




THE PHOENIX COMPANIES, INC.
Consolidated Statement of Cash Flows
(3 in millions)

Years Ended Decéember 31, 2007, 2006 and 2005

OPERATING ACTIVITIES:

Premiums collected

Insurance, investment management and product fees collected
Investment income collected

Proceeds from sale of trading securities

Policy benefits paid, excluding policyholder dividends
Policyholder dividends paid

Policy acquisition costs paid

Interest expense on indebtedness paid

Interest expense on collateralized obligations paid
Other operating expenses paid

Income taxes (paid) refunded

Cash from continuing operations
Discontinued operations, net

Cash from operating activities

INVESTING ACTIVITIES:

Investment purchases (Note 10)

Investment sales, repayments and maturities (Note 10}
Debt and equity securities pledged as collateral sales
Subsidiary purchases

Subsidiary sales

Premises and equipment additions

Premises and equipment disposals .
Discontinued operations, subsidiary purchase (Note 3)
Sale of discontinued operations (Note 3)

Discontinued operations, net

Cash from investing activities

FINANCING ACTIVITIES:

Policyholder deposit fund deposits

Policyholder deposit fund withdrawals

Indebtedness repayments

Common stock issued for equity units stock purchase contracts
Collateralized obligations repayments

Common stock dividends paid

Proceeds from stock options exercised

Cash for financing activities

Change in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

2007 2006 2005
$ 7768 $ 8201 § 920.6
736.1 624.7 547.6
983.9 9982 973.1
— — 129.7
(930.4) {1,085.6) (1,015.9)
(338.4) (339.8) (398.0)
{463.8) (329.1) (187.7)
(44.6) (44.8) 42.3)
(16.5) (17.8) (20.9)
{404.1) (411.7) (492.1)
(6.7) (0.9) 25.4
2023 2223 439.5
(1z.n 21.6 4.4
280.2 243.9 443.9
(4,406.1) (5,242.0) (4.860.1)
4,789.0 5,933.0 4.804.5
333 26.5 956.0
(14.5) 6.1) (16.0)
— — 10.7
(19.6) (19.7) (25.9)

— — 17.3

(5.0) - —
14.9 C— —
19.6 (32.8) 1.2
411.6 658.9 887.7
745.9 638.6 609.6
(1,167.4) (1,470.9) (1,041.3)
(57.2) (65.0) 9.6)
— 153.7 —
(23.3) (39.5) (1,009.1)
(18.4) (18.) (15.2)
1.4 1.8 0.5
(519.0) (799.4) (1,465.1)
172.8 103.4 (133.5)
4049 301.5 435.0

3 57177 § 4049 § 301.5

Inchuded in cash and cash equivalents above is cash pledged as collateral of $12.0 million, $3.1 million, and $15.2 million at

December 31, 2007, 2006 and 2003, respectively.

The accompanying notes are an integral part of these financial statements.
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THE PHOENIX COMPANIES, INC.
Consolidated Statement of Changes in Stockholders® Equity
($ tn milltons, except share data)

Years Ended December 31, 2007, 2006 and 2005

2007 2006 2005
COMMON STOCK:

Balance, beginning of year $ 1.3 1.1 1.1
Common shares issued . — 0.2 -

Balance, end of year ‘ $ 1.3 .13 1.1

ADDITIONAL PAID-IN CAPITAL:

Balance, beginning of period $ 26003 2,437.6 24315
Compensation expense recognized on restricted stock units 14.0 7.8 37
Conversion of restricted stock units to common shares, net (3.6) (3.2) —
Stock options awarded as compensation 279 2.8 1.9
Stock options exercised 1.6 1.8 0.5
Common shares issued on settlement of equity units — 153.5 —
Tax benefit on employee stock options and awards 1.1 — —

Balance, end of year $  2,616.1 2,600.3 2,437.6

ACCUMULATED DEFICIT: .

Balance, beginning of year b (111.3) (193.1) (285.6)
Adjustment for initial application of FIN 48 (Note 2) 4.0 — -—
Net income 123.9 99.9 108.4
Excess of cost over fair value of common shares contributed to - ‘

employee savings plan — —_ (0.7)

Common stock dividend declared (30. 16 per share) (18.4) {18.1) (15.2)

Balance, end of year s (9.8) (111.3) (193.1)
ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS): ’

Balance, beginning of year : b (74.7) (59.0) 58.0
Other comprehensive income (loss) (63.5) 13.9 (117.0}
Adjustment for initial application of SFAS 158 (Notes 2 and 18) — (29.6) —

Balance, end of year $ (138.2) (74.7) {59.0)

TREASURY STOCK, AT COST: .

Balance, beginning of year 3 (179.5) (179.5) (182.6)
Common shares contributed to employee savings plan e — 3.1

Balance, end of year 5 (179.5) (179.5) (179.5)

TOTAL STOCKHOLDERS’ EQUITY:

Balance, beginning of year $ 22361 2,007.1 20224
Change in stockholders’ equity 53.8 . 229.0 (15.3)

Stockholders’ equity, end of year $ 2,2899 2,236.1 2,007.1

The accompanying notes are an integral part of these financial statements.
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THE PHOENIX COMPANIES, INC.
Notes to Consolidated Financial Statements
(% in millions, except per share and per unit data)
Years Ended December 31, 2007, 2006 and 2005

1. Organization and Description of Business

Phoenix Mutual Life Insurance Company was organized in Connecticut in 1851. In 1992, in connection with its merger with
Home Life Insurance Company, the Company redomiciled to New York and changed its name to Phoenix Home Life Mutual
Insurance Company, or Phoenix Home Life.

On June 25, 2001, the effective date of itsdemutualization, Phoenix Home Life converted from a mutual life insurance
company to a stock life insurance company, became a wholly owned subsidiary of The Phoenix Companies, Inc., or PNX,
and changed its name to Phoenix Life Insurance Company.

The Phoenix Companies, Inc. is a holding company and our operations are conducted through subsidiaries, principally
Phoenix Life Insurance Company and Phoenix Investment Partners, Ltd, or PXP. We provide life insurance, annuity and
investment products through a wide variety of third-party financial professionals and intermediaries.

On February 7, 2008, we announced plans to pursue a spin off of our asset management subsidiary, PXP. See Note 28 for
further information regarding this proposed transaction. The Notes to these financial statements include disclosures that
reflect the Company’s business and organization as currently structured.

2. Basis of Presentation and Significant Accounting Policies

We have prepared these financial statements in accordance with accounting principles generally accepted in the United States
of America, or GAAP, which differ materially from the accounting practices prescribed by various insurance regulatory
authorities. Our consolidated financial statements include the accounts of The Phoenix Companies, Inc., its subsidiaries and
certain sponsored collateralized obligation trusts as described in Note 14 to these financial statements. Significant
intercompany balances and transactions have been eliminated. We have reclassified certain amounts for 2006 and 2005 to
conform with the 2007 presentation.

Use of estimates

In preparing these financial statements in conformity with GAAP, we are required to make estimates and assumptions that
affect the reported amounts of assets and liabilities at the date of the consolidated financial statements and the reported
amounts of revenues and expenses during the reporting periods. Actual results could differ from these estimates. We employ
significant estirnates and assumptions in the determination of deferred policy acquisition costs; policyholder liabilities and
accruals; the valuation of intangible assets; the valuation of investments in debt and equity securities and venture capital
partnerships; the valuation of deferred tax assets; pension and other postemployment benefits liabilities; and accruals for
contingent liabilities.

Adoption of new accounting standards

We adopted the provisions of the Financial Accounting Standards Board, or FASB, Interpretation No. 48, Accounting for
Uncertainty in Income Taxes, or FIN 48, on January 1, 2007. As a result of the implementation of FIN 48, we recognized an
increase in reserves for uncertain tax benefits through a cumulative effect adjustment of approximately $4.0 million, which
was accounted for as an increase to the January 1, 2007 balance of accumulated deficit. Including the cumulative effect
adjustment, we had approximately $23.9 million of total gross unrecognized tax benefits as of January 1, 2007. The amount
of unrecognized tax benefits at January 1, 2007 that would, if recognized, impact the annual effective tax rate upon
recognition was $21.0 million. See Note 16 to these financial statements for more information,
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2. Basis of Presentation and Significant Accounting Policies (continued)

In September 2006, the FASB issued SFAS 158, Employers’ Accounting for Defined Benefit Pension and Other
Postretivement Plans—an amendment of FASB Statements No. 87, 88, 106 and 132(R), or SFAS 158. SFAS 158 requires .
employers to recognize the overfunded or underfunded status of a defined benefit postretirement plan as an asset or liability
in its statement of financial position and to recognize changes in that funded status through comprehensive income in the
period in which the changes occur. The funded status of a plan is measured as the difference between the fair value of plan
assets and the benefit obligation as defined by SFAS 158. Additional minimum pension liabilities, or AML, and related
intangible assets are derecognized upon adoption of the new standard. SFAS 158 also requires increased disclosures
surrounding defined benefit postretirement plans. This guidance is effective for fiscal years ending after December 15, 2006.
The new guidance also requires that the plan assets and benefit obligation be measured as of the date of the employer’s fiscal
year end effective for fiscal years ending after December 15, 2008. We adopted SFAS 158 as of December 31, 2006. The
effect, as of that date, increased assets by $9.8 million, increased liabilities by $39.4 million and decreased equity, through
accumulated other comprehensive income, by $29.6 million. See Note 18 to these financial statements for additional
information related to employee benefit plans.

In September 2006, the Securities and Exchange Commission staff issued Staff Accounting Bulletin No. 108, Considering
the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements, or SAB 108.
SAB 108 provides guidance for how errors should be evaluated to assess materiality from a quantitative perspective. SAB
108 permits companies to initially apply its provisions by either restating prior financial statements or recording the
cumulative effect of initially applying the approach as adjustments to the carrying values of assets and liabilities as of
January i, 2006 with an offsetting adjustment to retained eamings. We adopted SAB 108 on December 31, 2006 with no
effect to the financial statements.

In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Assets, an amendment of FASB.
Statement No. 140, or SFAS 156. SFAS 156 provides guidance on recognition and disclosure of servicing assets and
liabilities and is effective beginning January 1, 2007. We adopted this standard effective January 1, 2007 with no material
impact on our financial position and results of operations.

Effective January 1, 2006, we aclopted SFAS 155, Accounting for Certain Hybrid Fmancm! Instruments, or SFAS 155. SFAS
155 resolves certain issues surrounding the accounting for beneficial interests in securitized financial assets. Our adoption of
SFAS 155 did not have a material effect on our financial statements.

Effective January 1, 2006, we adopted FASB Staff Position Nos. SFAS 115-1 and SFAS 124-1, The Meaning of Other-Than-
Temporary Impairment and Its Application to Certain Investments, or FSP 115-1. FSP 115-1 provides guidance as to the
determination of other-than-temporarily impaired securities and requires certain financial disclosures with respect to
unrealized losses. These accounting and disclosure requirements largely codify our existing practices as to other-than-

temporarily impaired securities and thus, our adoption did not have a material effect on our consolidated financial statements.
*

Effective January 1, 2006, we-adopted SFAS 123 (revised 2004), Share-Based Payment, or SFAS 123(R), which requires
that compensation cost related to share-based payment transactions be recognized in financial statements at the fair value of
the insiruments issued. In addition, the accounting for certain grants of equity awards to individuals who are retirement
eligible on the date of grant has been clarified. SFAS 123(R) states that an employee’s share based award becomes vested at
the date that the employee’s right to receive or retain equity shares is no longer contingent on the satisfaction of a market,
performance or service condition. Accordingly, awards granted to retirement eligible employees are not contingent on
satisfying a service condition and, therefore, are recognized at fair value on the date of the grant. Additionally, the period
over which cost is recognized for awards granted to those who become retirement eligible before the vesting date, will be
from the grant date to the retirement eligible date rather than to the vesting date.

While prior to the issuance of SFAS 123(R) recognition of such costs at fair value was optional, we elected to do so for all
share-based compensation that we awarded after December 31, 2002, Accordingly, our adaption of SFAS 123(R) did not
have a material effect on our consolidated financial statements. Upon our adoption of fair value accounting for stock-based
compensation in 2003, we used the prospective method of transition provided by the new standard, which resulted In expense
recognition for stock options awarded after December 31, 2002,
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2. Basis of Presentation and Significant Accounting Policies (continued)

Pro forma earnings and earnings per share, as if we had applied the fair value method of accounting for stock-based -
compensation awarded prior to December 31, 2002, follow:

_ Year Ended

Pro forma Net Income and Earnings Per Share: Dec 31,
(3 amounts in millions, except per share data) __ 2005
Net income, as reported 5 108.4
Add: Employee stock option compensation expense included in net income, net of applicable income taxes 1.6
Deduct: Employee stock option compensation expense determined under fair value accounting for all awards,

net of applicable income taxes . (3.9)
Pro forma net income $ 106.1
Basic earnings per share:

As reported $ i.14

Pro forma ' $ 1.12
Diluted earnings per share: C :

As reported ' : $ 1.06

Pro forma : _ 3 1.04

Under the fair value method, all.awards made prior to December 31, 2002 would have been fully expensed by December 31,
2005. Accordingly, there is no pro forma effect on 2007 or 2006 net income.

Valuation and related assumption information used for the options granted include these key variables: weighted-average
expected volatility, weighted-average risk-free interest rate and weighted-average common share dividend yield. See Note 19
to these financial statements for additional information related to share-based compensation. '

In September 2005, the Accounting Standards Executive Coinmittee, or AcSEC, of the AICPA issued Statement of Position
05-1, Accounting by Insurance Enterprises for Deferred Acquisition Costs in Connection With Modifications or Exchanges
of Insurance Contracts, or SOP 05-1. SOP 05-1 provides guidance on accounting by insurance enterprises for deferred policy
acquisition costs on internal replacements of insurance and investment contracts other than those specifically described in
Statement of Financial Accounting Standards No. 97, or SFAS No. 97. The SOP defines an internal replacement as a
modification in product benefits, features, rights, or coverages that occurs by the exchange of a contract for a new contract,
or by amendment, endorsement, or rider to a contract, or by the election of a feature or coverage within a contract. This SOP
is effective for internal replacements occurring in fiscal years beginning after December 15, 2006. We adepted this standard
effective January 1, 2007 with no material effect on our financial position and results of operations.

Effective July 1, 2003, we adopted SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of
both Liabilities and Equity, or SFAS 150. The effect of our adoption was to reclassify the mandatori]y redeemable
noncontrolling interests related to our asset management subsidiaries from “minority interest” to “other liabilities” in our
consolidated balance sheet. In addition, within our consolidated statement of operations we reclassnf’ ed eamings attributed to
those interests from the caption “minority interest in net income of subsidiaries™ to “other operating expenses”™. These
changes in presentation were not material to our consolidated financial statemcnts During 2005, we redeemed the
outstanding noncontrollmg interests. '

Accounting standards not yet adopted

In December 2007, the FASB issued SFAS No. 141(R), Accounting for Business Combinations, or SFAS 141(R). SFAS
141(R) requires the acquiring entity in a business combination to recognize all (and only) the assets acquired and liabilities
assemed in the transaction, establishes the acquisition-date fair value as the measurement objective for all assets acquired and
liabilities assumed and requires the acquirer to disclose all information needed to evaluate and understand the nature and
financial effect of the combination and is effective beginning for fiscal years beginning after December 15, 2008. We will
adopt this standard effective January 1, 2009 and do not expect it to have a material impact on our financial position and
results of operations.




2. Basis of Presentation and Significant Accounting Policies (continued)

In December 2007, the FASB issued SFAS 160, Noncontrolling Interests in Consolidated Financial Statements, or SFAS
160. SFAS 160 requires all entities to report noncontrolling interests in subsidiaries in the same way—as equity in the
consolidated financial statements and requires that associated transactions be treated as equity transactions—and is effective
beginning for fiscal years beginning after December 15, 2008. We will adopt this standard effective January 1, 2009 and do
not expect it to have a material impact on our financial position and results of operations.

In June 2007, the AICPA issued Statement of Position 07-1, Clarification of the Scope of the Audit and Accounting Guide
“Investment Companies” and Accounting by Parent Companies and Equity Method Investors for Investments in Investment
Companies, or SOP 07-1. SOP 07-1 broadens the definition of an investment company for application of this guidance. It
provides that an entity that meets the definition of an investment company use fair value as a basis of accounting and
reporting and that a parent retains the speciatized fair value accounting of the entity if certain criteria are met. On Qctober 17,
2007, the FASB deferred the effective date of SOP 07-1 indefinitely.

On February 15, 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities, or SFAS 159, which gives entities the option to measure eligible financial assets, financial liabilities and firm
commitments at fair value (i.e., the fair value option), on an instrument-by-instrument basis, that are otherwise not permitted-
to be accounted for at fair value under other accounting standards. The election to use the fair value option is available when
an entity first recognizes a financia! asset or financial liability or upon entering into a firm commitment. Subsequent changes
in fair value must be recorded in earnings. Additionally, SFAS 159 allows for a one-time election for existing positions upon
adoption, with the transttion adjustment recorded to beginning retained eamings. We adopted SFAS 159 as of January 1,
2008. We expect to record the cumulative effect of adoption with no net effect to equity, as further described below.

We have elected to apply the SFAS 159 fair value option to $74.6 million of available-for-sale equity securities, These
securities back our deferred compensation liabilities. Currently, changes in the fair value of the securities are recorded in
other comprehensive income while changes in the liability are recorded in eamings. Electing the fair value option will result
in a decrease to accumulated other comprehensive loss and an offsetting increase to accumulated deficit of approximately
$2.9 million, net of tax, and allows us to mitigate the associated accounting volatility. Following election of the fair value
option, changes in the fair value of these securities will be recorded in earnings.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, or SFAS 157. SFAS 157 defines fair value,
establishes a framework for measuring fair value and expands disclosures about fair value measurements. SFAS 157 provides
guidance on how to measure fair value when required under existing accounting standards. The statement establishes a fair
value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three broad levels (“Level 1,
2 and 3”). Level | inputs are observable inputs that reflect quoted prices for identical assets or liabilities in active markets
that we have the ability to access at the measurement date. Level 2 inputs are observable inputs, other than quoted prices
included in Level 1, for the asset or liability. Level 3 inputs are unobservable inputs reflecting our estimates of the
assumplions that market participants would use in pricing the asset or liability {including assumptions about risk).
Quantitative and qualitative disclosures will focus on the inputs used to measure fair value for both recurring and
non-recurring fair value measurements and the effects of the measurements in the financial statements. We will adopt

SFAS 157 effective January 1, 2008. We do not expect adoption of this statement to have a material impact on our financial
position and results of operations.
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2. Basis of Presentation and Significant Accounting Policies (continued)
Significant accounting policies

Investments

Debt and equity securities

Our debt and equity securities classified as available-for-sale are reported on our balance sheet at fair value. Fair value is
based on quoted market price, where available. When quoted market prices are not available, we estimate fair value by
discounting debt security cash flows to reflect interest rates currently being offered on similar terms to borrowers of similar
credit quality (private placement debt securities), by quoted market prices of comparable instruments (untraded public debt
securities) and by independent pricing sources or internally developed pricing models (equity securities). We recognize
unrealized investment gains and losses on investments in debt and equity securities that we classify as available-for-sale. We
report these unrealized investment gains and losses as a component of other comprehensive income, net of the Closed Block
policyholder dividend obligation, applicable deferred policy acquisition costs and applicable deferred income taxes.

For mortgage-backed and other asset-backed debt securities, we recognize income using a constant effective yield based on
anticipated prepayments and the estimated economic lives of the securities. When actual prepayments differ significantly
from anticipated prepayments, the effective yield is recalculated to reflect actual payments to date and any resulting
adjustment is inciuded in net investment income. For certain asset-backed securities, changes in estimated yield are recorded
on a prospective basis and specific valuation methods are applied to these securities to determine if there has been an other-
than-temporary decline in value. :

Mortgage loans

We report mortgage loans at unpaid principal balances, net of valuation reserves on impaired mortgages. We consider a
mortgage loan to be impaired if we believe it is probable that we will be unable to collect all amounts of contractual interest
and principal as scheduled in the loan agreement. We do not accrue interest income on impaired mortgage loans when the
likelihood of collection is doubtful, We estimate the fair value of mortgage loans by discounting the present value of
scheduled loan payments. We base the discount rate on the comparable U.S. Treasury rates for loan durations plus spreads of
100 to 880 basis potnts, depending on our internal quality ratings of the loans. For in-process-of-foreclosure or defaulted
loans, we estimate fair value as the lower of the underlying collateral value or the loan balance.

Venture capital partnerships

We record our equity in the earnings of venture capital partnerships in net investment income using the most recent financial
information received from the partnerships and estimating the change in our share of partnership earnings for significant
changes in equity market conditions during the quarter to eliminate the effect of any lag in reporting. We estimate the change
in valuation each quarter by applying a public industry index if there has been a material shift in the S&P index, either
upward or downward.

Affiliate equity securities

Our investments in affiiiate equity securitics represent investments in operating entities in which we own less than a majority
of the outstanding comman stock and where we exercise significant influence over the operating and financial policies of the
companies. We use the equity method of accounting for our investments in common stock of these affiliates. We evaluate our
equity method investments for an other-than-temporary impairment at each balance sheet date considering quantitative and
qualitative factors including quoted market price of underlying equity securities, the duration the carrying value is in excess
of fair value and historical and projected earnings and cash flow capacity.

Policy loans

Policy loans are carried at their unpaid principal balances and are collateralized by the cash values of the related policies. We
estimate the fair value of fixed rate policy loans by discounting loan interest and loan repayments. We base the discount rate
on the 10-year U.S. Treasury rate. We assume that loan interest payments are made at the fixed rate less 17.5 basis points and
that loan repayments only occur as a result of anticipated policy lapses. For variable rate policy loans, we consider the unpaid
loan balance as fair value, as interest rates on these loans are reset annually based on market rates.
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2. Basis of Presentation and Significant Accounting Policies (continued)
Other investments

Other investments primarily include leveraged lease investments and other partnership and joint venture interests. Leveraged
lease investments represent the net amount of the estimated residual value of the lease assets, rental receivables and unearned
and deferred income to be allocated over the lease term. [nvestment income is calculated using the interest method and is
recognized only in periods in which the net investment is positive. Other partnership and joint venture interests in which we
do not have control or a majority ownership interest are recorded using the equity method of accounting. These investments
include affordable housing, mezzanine and other partnership interests. We record the net income from investments in
partnerships and joint ventures in net investment income.

Derivative instruments

We use derivative financial instruments, including options, futures and swaps as a means of hedging exposure to interest rate,
equity price change, equity volatility and foreign currency risk. We also use derivative instruments to economically hedge
our exposure on living benefits offered on certain of our variable products. We recognize derivative instruments on the
balance sheet at fair value. The derivative contracts are reported as assets or liabilities in other investments and other
liabilities, respectively, on the balance sheet, excluding embedded derivatives. Embedded derivatives are recorded on the
balance sheet with the associated host contract.

We do not designate the purchased derivatives related to living benefits as hedges for accounting purposes. For other
derivatives, we designate each instrument according to the associated exposure as either a fair value or cash flow hedge at its
inception as we do not enter into derivative contracts for trading or.speculative purposes.

To qualify for hedge accounting, the changes in value of the derivative must be expected to substantially offset the changes
in value of the hedged item. Hedges are monitored to ensure that there is a high correlation between the change in the value
of the derivative instruments and the change in value of the hedged investment. Changes in the fair value of a derivative that
is designated and qualifies as a fair value hedge, along with the changes in the fair value of the hedged asset or liability that is
attributable to the hedged risk, are recorded in current period earnings.

Changes in the fair value of a derivative that is designated and qualifies as a cash flow hedge are recorded in accumulated
other comprehensive income and are reclassified into earnings when the variability of the cash flow of the hedged item
impacts earnings. Any hedge ineffectiveness is recorded immediately in current period earnings as net realized investment
gains (losses). If it is probable that a hedged forecasted transaction will no longer occur, the effective portions of the gains or
losses on derivative instruments designated as cash flow hedges are reclassified into earnings immediately.

Changes in the fair value of derivatives that are designated and qualify as foreign currency hedges are recorded in either
cutrent period earnings or accumulated other comprehensive income, depending on whether the hedged transaction is a fair
value hedge or cash flow hedge. Any hedge ineffectiveness is recorded immediately in current period eamings as net realized
investment gains (losses).

Changes in the fair value of derivative instruments not designated as hedging instruments and ineffective portions of hedges
are recognized in net realized investment gains (losses) in the period incurred.

Cash and cash equivalents

Cash and cash equivalents include cash on hand, amounts due from banks, money market instruments and other debt
instruments with maturities of three months or less when purchased.

Deferred policy acquisition costs

The costs of acquiring new business, principally commissions, underwriting, distribution and policy issue expenses, all of
which vary with and are primarily related to production of new business, are deferred. In connection with our 1997
acquisition of the Confederation Life business, we recognized an asset for the present value of future profits representing the
present value of estimated net cash flows embedded in the existing contracts acquired, This asset is included in deferred
policy acquisition costs.
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2. Basis of Presentation and Significant Accounting Policies (continued)

We amortize deferred policy acquisition costs and present value of future profits based on the related policy’s classification.
For individual participating life insurance policies, deferred policy acquisition costs and present value of future profits are
amertized in proportion to estimated gross margins. For universal life, variable universal life and accumulation annuities,
deferred policy acquisition costs and present value of future profits are amortized in proportion to estimated gross profits, or
EGPs. Policies may be surrendered for value or exchanged for a different one of our products (internal replacement). The
deferred policy acquisition costs balance associated with the replaced or surrendered policies is amortized to reflect these
surrenders.

Each year, we develop future EGPs for the products sold during that year. The EGPs for products sold in a particular year are
aggregated into cohorts. Future EGPs are projected for the estimated lives of the contracts. The amortization of deferred
policy acquisition costs and present value of future profits requires the use of various assumptions, estimates and judgments -
about the future. The assumptions, in the aggregate, are considered important in the projections of EGPs. The assumptions
developed as part of our annual process are based on our current best estimates of future events, which are likely to be
different for each year’s cohort. Assumptions considered to be significant in the development of EGPs include separate
account fund performance, surrender and lapse rates, interest margin, mortality, premium persistency, funding patterns and
expenses. These assumptions are reviewed on a regular basis and are based on our past experience, industry studies,
reguiatory requirements and estimates about the future, '

To determine the reasonableness of the prior assumptions used and their impact on previously projected account values and
the related EGPs, we evaluate, on a quarterly basis, our previously projected EGPs. Our process to assess the reasonableness
of our EGPs involves the use of internally developed models, together with studies and actual experience. Incorporated in
each scenario are our current best estimate assumptions with respect to separate account returns, surrender and lapse rates,
interest margin, mortality, premium persistency, funding patterns and expenses.

Underlying assumptions for future periods of EGPs are not altered unless experience deviates significantly from original
assumptions. For example, when lapses of our insurance products meaningfully exceed levels assumed in determining the
amortization of deferred policy acquisition costs, we adjust amortization to reflect the change in future premiums or EGPs
resulting from the unexpected lapses. In the event that we were to revise assumptions used for prior year cohorts, our
estimate of projected account values would change and the related EGPs in the deferred policy acquisition cost amortization
model would be adjusted to reflect such change. This process is known as “unlocking”. Continued favorable experience on
key assumptions, which could include increasing separate account fund return performance, decreasing lapses or décreasing
mortality could result in an unlocking which would result in a decrease to deferred policy acquisition cost amortization and
an increase in the deferred policy acquisition costs asset, Finally, an analysis is performed periodically to assess whether
there are sufficient gross margins or gross profits to amortize the remaining deferred policy acquisition costs balances.

Goodwill and other intangible assets

We do not record amortization expense on goodwill and other intangible assets-with indefinite lives, but we record
amortization expense for those intangible assets with definite estimated lives. For goodwill and indefinite-lived intangible
assets, we perform impairment tests at the reporting-unit level at least annually. For definite-lived intangible assets, we test
for impairment whenever events or changes in circumstances indicate that its carrying amount may not be recoverable. In
conjunction with the conversion of our Asset Management business to a wholly owned structure in 2005, we consolidated
our asset management related goodwill into a single reporting unit for purposes of impairment testing. To test our asset
management-related goodwill for impairment, we calculate the fair value of the reporting unit based on the sum of a multiple
of revenue plus the fair value of the unit’s tangible net assets. For goodwill in our life and annuity segment, we calculate the
fair value of the reporting unit based on the sum of its statutory book value, value of business in force and value of estimated
new business. To test for impairment of indefinite-lived intangible assets, we calculate the fair value of assets as a multiple of
revenue. We calculate the fair value of definite-tived intangible assets based on their projected cash flows. We compare the
calculated fair value to the recorded values and record an impairment, if warranted. Each quarter, we also evaluate the
remaining useful life of definite-lived intangible assets to determine whether events and circumstances warrant a revision to
the remaining period of amortization. Amortization expense for definite-lived intangible assets is calculated on a straight-line
basis.




2. Basis of Presentation and Significant Accounting Policies (continued)
Premises and equipment

Premises and equipment, consisting primarily of office buildings occupied by us, are stated at cost less accumulated
depreciation and amortization and are included in other asscts. We depreciate buildings on the straight-line method over 10 to
45 years and equipment primarily on a modified accelerated method over three to 10 years. We amortize leasehold
improvements over the terms of the related leases.

Separate account assets and Iiabilities

Separate account assets and liabilities related to policyholder funds are carried at fair value. Deposits, net investment income
and realized investment gains and losses for these accounts are excluded from revenues, and the related liability increases are
excluded from benefits and expenses. Fees assessed to the contractholders for management services are included in revenues
when services are rendered.

Policy liabilities and accruals

Policy liabilities and accruals includes future benefit liabilities for certain life and annuity products. We establish liabilities in
amounts adequate to meei the estimated future obligations of policies in force. Future benefit liabilities for traditional life
insurance are computed using the net level premium method on the basis of actuarial assumptions as to contractual
guaranteed rates of interest, mortality rates guaranteed in calculating the cash surrender values described in such contracts
and morbidity. Future benefit liabilities for term and annuities in the payout phase that have significant mortality risk are
computed using the net premium method on the basis of actuarial assumptions at the issue date of these contracts for rates of
interest, contract administrative expenses, mortality and surrenders. We establish liabilities for outstanding claims, losses and
loss adjustment expenses based on individual case estimates for reported losses and estimates of unreported losses based on
past experience.

Certain contracts may also include additional death or other insurance benefit features, such as guaranteed minimum death ot
income benefits offered with variable annuity contracts or no-lapse guarantees offered with universal life insurance contracts.
An additional liability is established for these benefits by estimating the expected present value of the excess benefits and
recognizing the excess ratably over the accumulation period based on total expected assessments.

Policyholder deposit funds

Amounts received as payment for certain universal life contracts, deferred annuities and other contracts without life
contingencies are reported as deposits to Policyholder deposit funds. The liability for universal life-type contracts is equal to
the balance that accrues to the benefit of the policyholders as of the financial statement date, including interest credited,
amounts that have been assessed to compensate us for services to be performed over future periods, and any amounts
previously assessed against the policyholder that is refundable. The liability for deferred annuities and other contracts
without life contingencies is equal to the balance that accrues to the benefit of the contract holder as of the financial
statement date which includes the accumulation of deposits plus interest credited, less withdrawals and amounts assessed
through the financial statement date.

Contingent liabilities

Amounts related to contingent liabilities are accrued if it is probable that a liabitity has been incurred and an amount is
reasonable estimable.




2. Basis of Presentation and Significant Accounting Policies (continued)
Demutualization and Closed Block

The Closed Block assets, including future assets from cash flows generated by the assets and premiums and other revenues
from the policies in the Closed Block, will benefit only holders of the policies in the Closed Block. The principal cash flow
items that affect the amount of Closed Block assets and liabilities are premiums, net investment income, investment
purchases and sales, policyholder benefits, policyholder dividends, premium taxes and income taxes. The principal income
and expense items excluded from the Closed Block are management and maintenance expenses, commissions, investment
income and realized investment gains and losses on investments held outside the Closed Block that support the Closed Block
business. All of these excluded income and expense items enter into the determination of total gross margins of Closed Block
policies for the purpose of amortization of deferred policy acquisition costs.

In our financial statements, we present Closed Block assets, liabilities, revenues and expenses together with all other assets,
liabilities, revenues and expenses. Within Closed Block liabilities, we have established a policyholder dividend obligation to
record an additional liability to Closed Block policyhoiders for cumulative Closed Block earnings in excess of expected
amounts calculated at the date of demutualization, These Closed Block earnings will not inure to shareholders, but will result
in additional future dividends to Closed Block policyholders unless otherwise offset by future performance of the Closed
Block that is less favorable than expected.

Investments pledged as collateral and non-recourse collateralized obligations

Collateralized obligations for which PXP is the sponsor and actively manages the assets, where we are deemed to be a
primary beneficiary as a result of our variable interests, are consolidated in our financial statements,

Debt and equity securities pledged as collateral are recorded at fair value with any applicable unrealized investment gains or
losses reflected as a component of accumulated other comprehensive income, net of applicable minority interest, We
recognize realized investment losses on debt and equity securities in these collateralized obligations when declines in fair
values, in our judgment, are considered to be other-than-temporarily impaired. Non-recourse obligations issued by the
consolidated collateralized obligation trusts at face value and are recorded at unpaid principal balance. Non-recourse
derivative cash flow hedges are carried on our consolidated balance sheet at fair value with an offsetting amount recorded in
accumnulated other comprehensive income.

Revenue recognition

We recognize premiums for participating life insurance products and other long-duration life insurance products as revenue
when due from policyholders. We recognize life insurance premiums for short-duration life insurance products as premium
revenue pro rata over the related contract periods. We match benefits, losses and related expenses with premiums over the
related contract periods.

Amounts received as payment for interest sensitive life contracts, deferred annuities and other contracts without life
contingencies are considered deposits and are not included in revenue. Revenues from these products consist primarily of
fees assessed during the period against the policyholders’ account balances for mortality charges, policy administration
charges and surrender charges. Fees assessed that represent compensation for services to be provided in the future are
deferred and amortized into revenue over the life of the related contracts. Related benefit expenses include universal life
benefit claims in excess of fund values, net investment income credited to policyholders’ account balances and amortization
of deferred policy acquisition costs.

Investment management and mutual fund ancillary fees

Investment management fees and mutual fund ancillary fees are recorded as income during the period in which services are
performed. Investment management fees are generally computed and earned based upon a percentage of assets under
management and are paid pursuant to the terms of the respective investment management contracts, which generally require
monthiy or quarterly payment. Management fees contingent upon achieving certain levels of performance are recorded when
the contingencies are resolved.
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2. Basis of Presentation and Significant Accounting Policies (continued)

Mutual fund ancillary fees consist of distribution fees, administrative fees, shareholder service agent fees and fund
accounting fees. These fees are earned based on average assets or number of accounts.

Net investment income and net realized investment gains (losses)

We recognize realized investment gains (losses) on asset dispositions on a first-in, first-out basis. We recognize realized
investment losses when declines in fair valuc of debt and equity securities are considered to be other-than-temporarily
impaired. We adjust the cost basis of these written down investments to fair value at the date the determination of
impairment is made and do not change the new cost basis for subsequent recoveries in value. [n evaluating whether a decline
in value is other than temporary, we consider several factors including, but not limited to the following:

o the extent and the duration of the decline;

« the reasons for the decline in vatue (credit event, interest related or market fluctuations);

 our ability and intent to hold the investment for a period of time to allow for a recovery of value; and
o the financial condition of and near term prospects of the issuer.

The Closed Block policyholder dividend obligation, applicable deferred policy acquisition costs and applicable income taxes,
which offset realized investment gains and losses, are each reported separately as components of net income.

Income taxes

We account for income taxes in accordance with SFAS 109, Accounting for Income Taxes, or SFAS 109. Accordingly,
income tax expense or benefit is recognized based upon amounts reported in the financial statements and the provisions of
currently enacted tax laws. We allocate income taxes to income, other comprehensive income and additional paid-in capital,
as applicable.

We recognize current income tax assets and liabilities for estimated income taxes refundable or payable based on the current
year’s income tax returns. We recognize deferred income tax assets and liabilities for the estimated future income tax effects
of temporary differences and carryovers. Temporary differences are the differences between the financial statement carrying
amounts of assets and liabilities and their tax bases, as well as the timing of income or expense recognized for financial
reporting and tax purposes of items not related to assets or liabilities. If necessary, we establish valuation allowances to
reduce the carrying amount of deferred income tax assets 1o amounts that are more likely than not to be realized. We
periodically review the adequacy of these valuation allowances and record any reduction in allowances in accordance with
SFAS 109's intraperiod allocation rules. We recognize interest and penalties related to amounts accrued on uncertain tax
positions and amounts paid or refunded from federal and state income tax authorities in tax expense.

Pension and other postemployment benefits

We recognize pension and other postretirernent benefit costs and obligations over the employees’ expected service periods by
discounting an estimate of aggregate benefits. We estimate aggregate benefits by using assumptions for employee turnover,
future compensation increases, rates of return on pension plan assets and future health care costs. We recognize an expense
for differences between actual experience and estimates over the average future service period of participants. We recognize
an expense for our contributions to employee and agent savings plans at the time employees and agents make contributions to
the plans. We also recognize the costs and obligations of severance, disability and related life insurance and health care
benefits to be paid to inactive or former employees after employment but before retirement.
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3. Business Combinations and Dispositions
PFG Holdings, Inc.

In 2003, we acquired the remaining interest in PFG Holdings, Inc., or PFG, the holding company for our private placement
operation. The initial purchase consideration was $16.7 million in addition to a contingent obligation for additional purchase
consideration based on the achievement of certain performance targets through 2007 and the appraised value of PFG as of
December 31, 2007. Through November 2007, we paid additional consideration of $19.4 million, including $13.4 million,
$0.0 million and $3.0 million during 2067, 2006 and 2005 respectively. In November 2007, we amended the original
purchase agreement to extend the term of the agreement through the end of 2009 and to establish a more objective
mechanism to value PFG and calculate the final amount of contingent consideration. As a result, we may be obligated to
make additional cash payments of $17.6 million by June 2010 if certain performance targets are met through December
2009. Since the contingent payments are based on the achievement of performance targets, the actual payments may be
lower. If the performance targets are exceeded, the actual payments may be higher, subject to a maximum of $77.1 million.
In accordance with EITF 95-8, Accounting for Contingent Consideration Paid to the Shareholders of an Acquired Enterprise
in a Purchase Business Combination, a portion of the contingent payments will be accounted for as goodwill, and the
amounts related to performance in excess of targets will be expensed, if and when achieved.

EMCO

On December 20, 2007, we sold all of the outstanding stock of Emprendimiento Compartido S.A., or EMCO, an Argentine
wholly-owned subsidiary. We realized an after-tax loss of $4.8 million on this sale. This loss, as well as EMCO’s results up
through the date of sale, are reported in discontinued operations in these financial statements. Prior year results have also
been reported in discontinued operations. .

Harris Insight Funds

On May 18, 2006, we acquired the rights to advise, distribute and administer the Harris Insight® Funds, now known as the
Insight Funds from Harris Investment Management, Inc., or Harris. Harris continues to manage the majority of the Insight
Funds as subadviser. .

Phoenix National Insurance Company

Effective December 30, 2005, we sold 100% of the common stock we held in Phoenix National Insurance Company. This
transaction was not material to our consolidated financial statements.

Kayne Anderson Rudnick Investment Manugement, LLC

As a result of a step acquisition completed in 2005, PXP owns 100% of Kayne Anderson Rudnick Investment Management,
LLC, or KAR. In connection with the purchase, we issued promissory notes to the sellers in the amount of $67.0 million to
finance the remainder of the acquisition, of which $9.8 million was paid on January 3, 2006. The remainder, plus deferred
interest, was paid on January 2, 2007. The interest rate on the notes was 4.75%.

SCM Advisors, LLC (formerly named Seneca Capital Management)

On May 2, 2005, we completed the acquisition of the minority interest in Seneca Capital Management, or Seneca, thereby
increasing our ownership to 100%. The effect of this acquisition was not matenial to our consolidated financial statements.

The mandatorily redeemable noncontrolling interests in our less than wholly owned asset management subsidiaries were
subject to certain agreements, which were executed at the time of the acquisition. Upon acquisition of the remaining
outstanding mandatorily redeemable interests, any previous rights under these agreements were nullified. We recorded $77.6
million of additional redemption or purchase price in 2005 related to the redemption of noncontrolling membershlp interests
that existed at the time of acquisition with certain of our majority-owned subsidiaries.
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3. Business Combinations and Dispositions (continued)
Aberdeen Asset Management, PLC

On January 14, 2005, we closed the sale of our equity holdings in Aberdeen Asset Management PL.C, or Aberdeen, a United
Kingdom-based asset management company, for net proceeds of $70.4 million, resulting in an after-tax realized investment
loss of $7.0 million in our 2005 consolidated statement of operations.

Lombard International Assurance S.A.

On January 11, 2005, we disposed of our interests in Lombard International Assurance S.A., or Lombard, for consideration
of $59.0 million. In the first quarter of 2007, 2006 and 2005, we realized after-tax gains of $8.9 miltion, $6.5 million and
$9.3 million, respectively, which included eam-out gain consideration received. We are not entitled to any additional
consideration related to this sale going forward.

W.S. Griffith Securities, Inc. and Main Street Management Company

Effective May 31, 2004, we sold our retail affiliated broker-dealer operations to Linsco/Private Ledger Financial Services, or
LPL. During 2005, we realized a gain of $1.5 million related to contingent consideration based on gross distribution
concessions earned by LPL during the first year following the sale.

4. Business Segments

We have two reportable operating segments—Life and Annuity, and Asset Management. Businesses that are not sufficiently
material to warrant separate disclosure as well as interest expense and indebtedness are included in Corporate and Other.
Through December 31, 2005, we also reported a Venture Capital segment. Effective January 1, 2006, the Venture Capital
segment was eliminated as further described below.

The Life and Annuity segment includes individual life insurance and annuity products including universal life, variable
universal life, term life and fixed and variable annuities. It also includes the results of our Closed Block, which consists
primarily of participating whole life products. We allocate capital to our Life and Annuity segment based on risk-based
capital for our insurance products. We used 300% of risk-based capital levels for the three years ended December 31, 2007.
Capital within our life insurance companies that is unallocated is included in Corporate and Other operations.

Within Asset Management, we focus on two customer groups—retail investors and institutional clients. We provide
investment management services to retail-customers through open-end mutual funds, closed-end funds and managed
accounts. Managed accounts include intermediary programs sponsored and distributed by non-affiliated broker-dealers. and
direct managed accounts which are sold and administered by us. We also provide transfer agency, accounting and
administrative services to our open-end mutual funds.

Through our institutional group, we provide investment management services primarily to corporations, multi-employer
retirement funds and foundations, as well as to endowment and special purpose funds, In addition, we manage structured
finance products, including collateralized debt obligations backed by portfolios of assets, for example, public high yield
bonds, mortgage-backed and asset-backed securities or bank loans. See Note 14 to these financial statements for additional
information.

Ovr investment management services are provided by wholly owned managers as well as unaffiliated managers through
sub-advisory agreements. We provide managers with consolidated distribution and administrative support, thereby allowing
each manager to focus on investment management. We monitor the quality of the managers” products by assessing their
performance, style consistency and the discipline with which they apply their investment processes. :

We allocate capital to our Asset Management segment on the basis of the historical capital within that segment. Excess
investment income on debt and equity securities pledged as collateral represent investment advisory fees eamed by our asset
management subsidiary and are allocated to the Asset Management segment as investment management fees for segment
reporting purposes only.
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4. Business Segments (continued)

The Venture Capital segment included our equity share in the operating income and the realized and unrealized investment
gains of our venture capital partnership investments held in the general account of Phoenix Life, but outside the Closed
Block. In October 2005, we entered into an agreement to sell approximately three-quarters of the assets in our Venture
Capital segment. As a result of the transaction, the Venture Capital segment was eliminated, effective January 1, 2006, and
earnings from the remaining assets are now allocated to the Life and Annuity segment. We provide more information on this
segment in Note 10 to these financial statements.

Corporate and Other includes corporate operations that are not allocated to business segments. Corporate operations consist
primarily of:

* interest €xXpense, !

» wind-down businesses which include group pension, guaranteed investment contract business and international
operations that do not meet the criteria to be separately disclosed; and

» investment income on debt and equity securities pledged as collateral, as well as interest expense on non-recourse
collateralized obligations, both related to two consolidated collateralized obligation trusts we sponsor.

The accounting policies of the reportable operating segments are the same as those described in our Significant Accounting
Policies in Note 2 to these financial statements. We allocate net investment income based on the assets allocated to the
segments. We allocate certain costs and expenses to the segments based on a review of the nature of the costs, time studies
and other methodologies.

In managing our business, we analyze segment performance on the basis of “operating income™ which does not equate to
“net income” as determined in accordance with GAAP. Rather, it is the measure of profit or loss used by the Company to
evaluate performance, allocate resources and manage our operations.

Operating income is calculated by excluding realized investment gains (losses) and certain other items because we do not
consider them to be related to the operating performance of our segments. The size and timing of realized investment gains
and losses are often subject to our discretion. Certain other items are also excluded from operating income if, in our opinion,
they are not indicative of overall operating trends. While some of these items may be significant components of net income
in accordance with GAAP, we believe that operating income, and measures that are derived from or incorporate operating
income, arc appropriate measures that are useful to investors because they identify the earnings attributable to the ongoing
operations of the business.

The criteria used to identify an item that will be excluded from operating income include: whether the item is infrequent and
is material to the segment’s income; or whether it results from a change in regulatory requirements, or relates to other
unusual circumstances. Items excluded from operating income may vary from period to period. Because these items are
excluded based on our discretion, inconsistencies in the application of our selection criteria may exist, Operating income is
not a substitute for net income determined in accordance with GAAP and may be different from similarly titled measures of
other companies. However, the Company believes that the presentation of operating income as measured for management
purposes enhances the understanding of results of operations by highlighting the results from ongoing operat:ons and the
underlying profitability factors of our business.

Segment Information on Asset As of December 31,
0 fon on Assets:

(3 in millions} 2007 2006
Segment Assets I

Life and annuity segment § 286808 § 27,1544
Assel management segment . _ 7512 . 781.0
Corporate and other . 7539 1,026.5
Net assets of discontinued operations (Note 21} 21.0 45.3
Total assets . $§ 30,2069 § 29,0072
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4. Business Segments (continued)

Segment Information on Revenues:
(3 in millions)

Segment Revenues

Life and annuity segment

Asset management segment
Elimination of inter-segment revenues
Venture capital segment

Corporate and other

Net realized investment gains (losses)

Total revenues

Results of Operations by Segment as Reconciled to
Consolidated Net Income:

(% in millions)

Life and annuity segment

Asset management segment

Venture capital segment

Corporate and other

Applicable income {ax expense

Income (loss) from discontinued operations, net of income taxes
Realized investment gains (losses), net of income taxes and other offsets
Other costs, net of income taxes

Net income

Life and annuity segment
Segment information on assets and segment income follows:

Life and Annuity Segment Assets:
(3 in millions)

Investments

Cash and cash equivalents
Accrued investment income
Receivables

Deferred policy acquisition costs
Goodwill

Other general account assets
Separate accounts

Total segment assets

Life and Annuity Segment Income:

(3 in millions)

Premiums

Insurance, investment management and product fees
Net investment income

Total segment revenues

Policy benefits, including policyholder dividends
Policy acquisition cost amortization

Other operating expenses

Total segment benefits and expenses

Operating income before income taxes
Allocated income tax expense

Operating income

Realized investment gains (losses), net of income taxes and other offsets

Other costs, net of income taxes

Net income

F-20

Years Ended December 31,

2007 2006 2005
23164 § 22478 $§ 22811
216.7 210.4 230.2
11.6 9.8 9.4

— — 14.8

34.9 37.0 41.7
(6.8) 76.5 34.2
25728 $ 25815 § 26114

Years Ended December 31,

2007 2006 2005
2157 § 2137 % 192.5
74 (28.6) (10.5)
_ — 14.8
(47.5) (62.0) (71.3)
(40.3) (36.0) (24.9)
(3.5) 1.1 0.5
(7.9) 20.8 19.8
— 9.1) (12.5)
1239 § 999 § 108.4
As of December 31,
2007 2006
$ 151035 % 153421
289.0 201.8
203.5 205.4
105.6 141.1
2,0812 1,752.7
30.1 16.8
476 35.9
10,820.3 9,458.6
§ 286808 $ 27,154.4

Years Ended December 31, '

2007 2006 2005
7983 § 839.7 § 928.7
506.7 407.2 324.7

1,011.4 1,000.9 1,027.7
2,316.4 2,247.8 2,281.1
1,672.1 1,675.9 1,746.1
198.5 152.1 114.5
230.1 206.1 228.0
2,100.7 2,034.1 2,088.6
215.7 213.7 192.5
(66.5) (67.9) (51.3)
149.2 145.8 141.2
(1.6) (1.0) 227
— — (0.1)
1476 § 1448 8 163.8




4. Business Segments (continued)

Life and Annuity Segment Revenues by Product:

(8 in miliions)

Premiums

Term life insurance

Other life insurance

Total, non-participating life insurance
Participating life insurance

Total premiums

Insurance, investment management and product fees

Variable universal {ife insurance
Universal life insurance
Other life insurance

Total, life insurance
Annuities

Total insurance, investment management and product fees

Net investment income

Segment revenues
Asset management segment

Asset Management Segment Assets:
(3 in millions)

Investments

Cash and cash equivalents
Receivables

Intangible assets
Goodwill

Other assets

Total segment assets

Asset Management Segment Income:
(3 in millions)

Investment management fees
Mutual fund ancillary fees and other revenue
Net investment income

Total segment revenues

Intangible asset amortization
Intangible asset impairment
Other operating expenses
Total segment expenses

Operating income (loss) before income taxes
Allocated income tax (expense) benefit
Operating income (loss)

Other costs, net of income taxes

Realized investment gains (losses), net of income taxes

Net income (loss)

Years Ended December 31,
2007 2006 2005
5 253 % 19.7 15.6
13.6 13.8 14.1
38.9 335 29.7
759.4 806.2 §99.0
798.3 839.7 928.7
121.0 1121 116.3
299.0 215.8 131.¢
6.4 6.1 5.0
426.4 334.0 2523
80.3 73.2 72.4
506.7 407.2 324.7
1,011.4 1,000.9 1,027.7
b 23164 § 2,247.8 2,281.1
As oi’ December 31,
2007 2006
$ | 135 13.5
36.5 338
29.6 31.9
208.2 237.5
454 4 4543
9.0 10.0
5 751.2 781.0
Years Ended December 31,
2007 2006 2005
$ 1474 % 154.1 182.1
67.7 54.8 46.5
1.6 1.5 1.6
216.7 2104 230.2
304 320 332
— 325 10.6
178.9 174.5 196.9
209.3 239.0 240.7
7.4 (28.6) (10.5)
(3.3) 10.7 4.7
4.1 117.9) (5.8)
— 8.7) 8.3)
(0.5) 0.8 (0.3)
b 36 § (25.8) (14.4)

In 2006 and 2005, our Asset Management segment incwred restructuring charges primarily in connection with organizational

and employment-related costs of $13.6 million ($8.7 million after-tax) and $13.0 million ($8.3 million after-tax),

respectively.




5. Demutualization and Closed Block

In 1999, we began the process of reorganizing and demutualizing our then principal operating company, Phoenix Home Life
Mutual Insurance Company. We completed the process in June 2001, when all policyholder membership interests in this
mutual company were extinguished and eligible policyholders of the mutual company received shares of common stock of
The Phoenix Companies, Inc., together with cash and policy credits, as compensation. To protect the future dividends of
these policyholders, we also established a Closed Block for their existing policies.

Because Closed Block liabilities exceed Closed Block assets, we have a net Closed Block liability at each period-end. This
net liability represents the maximum future earnings contribution to be recognized from the Closed Block and the change in
this net liability each period is in the earnings contribution recognized from the Closed Block for the period. To the extent
that actual cash flows differ from amounts anticipated, we may adjust policyholder dividends, If the Closed Block has excess
funds, those funds will be availabie only to the Closed Block policyholders, However, if the Closed Block has insufficient
funds to make policy benefit payments that are guaranteed, the payments will be made from assets outside of the Closed
Block.

Closed Block Assets and Liabilities: As of December 31, .

(8 in millions) 2007 2006 Inception
Debt securities 3 69194 § 70005 $ 4,773.1
Equity securities 134.0 120.5 —
Mortgage loans 12.7 66.5 399.0
Venture capital partnerships 157.3 97.9 —
Policy loans 1,357.1 1,346.6 1,380.0
Other investments 123.7 85.5 —
Total Closed Block investments 8,704.2 8,717.5 6,552.1
Cash and cash equivalents 67.8 66.3 —
Accrued investment income [12.1 112.8 106.8
Receivables 44.7 46.7 35.2
Deferred income taxes 329.3 3298 3894
Other Closed Block assets 10.0 19.9 6.2
Total Closed Block assets 9,268.1 9,293.0 7,089.7
Policy liabilities and accruals 9.811.2 9,798.8 8,301.7
Policyholder dividends payable 3328 3317 3251
Policyholder dividend obligation 246.0 326.9 —
Other Closed Block liabilities ) 493 47.9 12.3
Total Closed Block liabilities 10,439.3 10,505.3 8,639.1
Excess of Closed Block liabilities over Closed Block assets $ 1,171.2 § 11,2123 § 1,549.4
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5. Demutualization and Closed Block {continued)

Closed Block Revenues and Expenses and Changes in Cumulative Years Ended
Policyholder Dividend Obligations: ) From December 31,

(3 in millions) ) Inception 2007 2006
Closed Block revenues

Premiums $ 75845 § 7456 % 786.5
Net investment income 4,440.0 571.6 540.7
Net realized investment gains (losses) (73.4) {0.6) 40.2
Total revenues 11,951.1 1,316.6 1,367.4
Policy benefits, excluding dividends : ' 8,115.5 869.2 898.6
Other operating expenses 78.9 6.1 6.3
Total benefits and expenses, excluding policyholder dividends 8,194.4 875.3 904.9
Closed Block contribution to income before dividends and income taxes 3,756.7 4413 462.5
Policyholder dividends . (3,141.7) (379.3) (398.5)
Closed Block contribution to income before income taxes 615.0 62.0 64.0
Applicable income tax expense {214.3) (20.9) (22.0)
Closed Block contribution to income $ 4007 % 41.1 § 42.0

Policyholder dividend obligation

Policyholder dividends provided through earnings $ 31869 § 3793 % 398.5
Policyholder dividends provided through other comprehensive income 46.4 {121.5) {73.7)
Additions to policyholder dividend liabilities 3,2333 257.8 324.8
Policyholder dividends paid . {2,979.6) {337.6) {339.2)
Increase {decrease) in policyholder dividend liabilities 2537 {79.8) (14.4)
Policyholder dividend liabilities, beginning of period 325.1 658.6 673.0
Policyholder dividend liabilities, end of period 578.8 578.8 658.6
Policyholder dividends payable, end of period (332.8) (332.8) (331.7)
Policyholder dividend obligation, end of period $ 24640 § 246.0 5 . 326.9

6. Reinsurance

We use reinsurance agreements to provide for greater diversification of business, control exposure to potential losses arising
from large risks and provide additional capacity for growth.

We remain liable to the extent that reinsuring companies may not be able to meet their obligations under reinsurance
agreements in effect. Failure of the reinsurers to honor their obligations could result in losses to us; consequently, we
establish reserves for amounts deemed or estimated to be uncollectible. To minimize our exposure to significant losses from
reinsurance insolvencies, we evaluate the financial condition of our reinsurers and monitor concentration of credit risk
arising from similar geographic regions, activities, or economic characteristics of the reinsurers,

Our reinsurance program varies based on the type of risk, for example:

On direct policies, the maximum of individual life insurance retained by us on any one life is $10 million for single
life and joint first-to-die policies and $12 million for joint last-to-die policies, with excess amounts ceded to
reinsurers.

We cede 80% to 90% of the mortality risk on most new issues of term insurance.

In August 2006, we entered into an agreement to cede 50% of the risk on policies issued from July 1, 2002 through
December 31, 2005, inclusive, with a net amount at risk of $2.0 million or greater.

On January 1, 1996, we entered into a reinsurance arrangement that covers 100% of the excess death benefits and
related reserves for most variable annuity policies issued from January 1, 1983 through December 31, 1999,
including subsequent deposits. We retain the guaranteed minimum death benefit risks on the remaining variable
deferred annuities in force that are not covered by this reinsurance arrangement.

We cede 80% of the mortality risk on the in-force block of the Confederation Life business we acquired in
December 1997.

We entered into two separate reinsurance agreements in 1998 and 1999 to cede 80% and 60%, respectively, of the
mortality risk on a substantial portion of our otherwise retained individual life insurance business.

Effective January 1, 2008, we entered into an agreement to cede 75% of the risk in excess of $6.0 million on
universal life and variable universal life policies issued from January 1, 2006 through December 31, 2007, inclusive.
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6. Reinsurance {continued)

Years Ended December 31,

Direct Business and Reinsurance in Contineing Operations:

(8 in millions) . 2007 2006 2005
Direct premiums 5 8866 § 9175 % 994.7
Premiums assumed from reinsureds 13.6 13.7 14.0
Premiums ceded to reinsurers (101.9) (91.5) (80.0)
Premiums $ 7983 § 839.7 § 928.7
Percentage of amount assumed to net premiums 1.7% 1.6% 1.5%
Direct policy benefits incurred 5 5607 % 4864 % 440.1
Policy benefits assumed from reinsureds 17.9 14.8 8.2
Policy benefits ceded to reinsurers (91.9) (64.8) (56.4)
Policy benefits b 486.7 § 4364 § 391.9
Direct life insurance in force $ 155,862.7 $ 143,120.6 § 133,990.2
Life insurance in force assumed from reinsureds 1,937.0 1,838.7 1,810.5
Life insurance in force ceded to reinsurers (96,150.1) (90,812.5) (83,144.7)
Life insurance in force § 616496 3 54,1468 § 52,656.0
Percentage of amount assumed to net insurance in force 3.1% 3.4% 3.4%

The policy benefit amounts above cxclude changes in reserves, interest credited to policyholders, withdrawals and
policyholder dividends, which total $1,185.4 million, $1,239.5 million and $1,354.2 million, net of reinsurance, for the years
ended December 31, 2007, 2006 and 2008, respectively.

[rrevocable letters of credit aggregating $56.4 million at December 31, 2007 have been arranged with commercial banks in
our favor to collateralize the ceded reserves.

We assume and cede business related to our discontinued group accident and health reinsurance operations, While we are not

writing any new contracts, we are contractually obligated to assume and cede premiums related to existing contracts. See
Note 24 to these financial statements for more information.

7. Deferred Policy Acquisition Costs

Years Ended December 31,

Deferred Policy Acquisition Costs:

($ in millions) 2007 2006 2005
Policy acquisition costs deferred b 4638 3 3292 ¢ 187.7
Costs amortized to expenses:

Recurring costs (198.5) (152.1) (114.5)

Realized investment gains (losses) (0.2) 34 (17.6)
Offsets to net unrealized investment gains or losses included in

other comptehensive income (Note 17) 6314 16.2 70.5
Change in deferred policy acquisition costs 3285 196.7 126.1
Deferred policy acquisition costs, beginning of year 1,752.7 1,556.0 1,429.9
Deferred policy acquisition costs, end of year $ 2081.2 § 1,752.7 § 1,556.0

Upon completion of a study during the fourth quarter of 2007, we updated our best estimate assumptions used to project
expected gross profits and margins in the deferred policy acquisition cost amortization schedules. Major projection
assumptions updated include lapse experience, investment margins and expenses. In our review to develop the best estimate,
we examined our own experience and market conditions. We reflected higher interest earned in the investments, consistent
with recent experience. Maintenance expenses were updated and reallocated among various lines of business. Additionally,
we updated our system for caiculating the SOP 03-1 reserves for guaranteed minimum death benefits, resulting in a release in
the benefit reserve and a corresponding increase in deferred policy acquisition cost amortization for the quarter. The effects
of these adjustments resulted in an overall $4.3 million pre-tax benefit to net income.
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7. Deferred Policy Acquisition Costs (continued)

During the fourth quarter of 2006, Life and Annuity segment income benefited from an unlocking of assumptions primarily
related to deferred policy acquisition costs. The uniocking was driven by revised assumptions for expected mortality, lapse
experience, investment margins, and expenses. The effects of the unlocking resulted in an overall $8.2 million pre-tax benefit
to net income, as well as increased uneamed revenue liabilities by $3.5 million, increased benefit reserves by $7.2 million,
increased reinsurance liability by $0.2 million and decreased amortization by $19.1 million.

8. Policy Liabilities and Accruals

Policyholder liabilities are primarily for participating life insurance policies and universal life insurance policies. For
universal life, this includes deposits received from customers and investment earnings on their fund balances, which range
from 3.00% to 5.25% as of December 31, 2007, less administrative and mortality charges.

Participating life insurance

v

Participating life insurance in force was 23.0% and 26.8% of the face value of total gross individual life insurance in force at
December 31, 2007 and 2006, respectively.

Policyholder deposit funds
Policyholder deposit funds primarily consist of annuity deposits received from customers, dividend accumulations and

investment eamnings on their fund balances, which ranged from 2.0% to 14.0% as of December 31, 2007 and 2006, less
administrative charges,

9. Goodwill and Other Intangible Assets

December 31,
Carrying Amounts of Intangible Assets and Goodwill: As of Decern er200

(8 in millions) . _ ) 2007 6
Investment management contracts with definite lives § 3051 % 304.4
Accumulated amortization (170.2) (140.2)
Net investment management contracts with definite lives 1349 164.2
Investment management contracts with indefinite lives 73.3 73.3
Intangible assets $ 2082 S 237.5
Goodwill . - $ 4845 S 471.1
Activity in Intangible Assets and Goodwillk: Years Ended December 31,

(8 in millions) 2007 2006 2005
Intangible assets .
Purchases b3 1.1 8 61 $ 319
Amortization 304) (32.0) (33.8)
Impairment — (32.5) (10.6)
Change in intangible assets (29.3) (58.4) (12.5)
Balance, beginning of period 237.5 295.9 | 308.4
Balance, end of period ) 2082 § 2375 % 295.9
Goodwill .

Asset purchases ) b3 134 % — 5 49.1
Tax benefit adjustment — — (7.5)
Purchase accounting adjustment ' . — — (1.2)
Change in goodwili . 13.4 — 40.4
Balance, beginning of period 471.1 471.1 430.7
Balance, ¢end of period $ 4845 § 471.1 §: 471.1
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9. Goodwill and Other Intangible Assets (continued)

In 2007, we recorded additional intangible assets of $1.1 miilion related to our acquisition of the contract to manage the
Ingight Funds. We also recorded additional goodwill of $13.4 million for contingent purchase consideration related to our
acquisition of PFG Holdings, Inc. See Note 3 to these financial statements for additional information.

In 2006, we recorded a $32.5 million pre-tax impairment on $33.4 million of identified intangible assets related to certain
investment management contracts. This impairment resulted from the termination of the associated management contracts
and related lost revenues. In 2006, we also recorded an intangible asset of $6.1 million related to our acquisition of the
contract to manage the Insight Funds. Certain intangible assets have become fully amortized during 2006 and have
accordingly been removed from the above tables,

In 20035, we recorded additional goodwill of $46.1 million and an intangible asset of $31.8 million related to the acquisition
of the remaining minority interest in our asset management subsidiaries. We also recorded additional goodwill of $3.0
million for contingent purchase consideration related to our acquisition of PFG Holdings, Inc. (See Note 3 to these financial
statements for additional information.) Also in the third quarter of 2005, we recorded a $10.6 million pre-tax impairment on
$13.2 million of identified intangible assets related to certain investment contracts that have experienced significant
outflows. Additionally, based on the completion of our multi-year IRS audit, we recognized $7.5 million of acquired tax
benefits that had been established as of PXP’s privatization in January 2001, The recognition of these benefits reduced
goodwill that had been recorded at that time. In the second quarter of 2005, we recorded a $1.2 million adjustment to
goodwill, which related to our acquisition of the remaining minority interest in Seneca.

The estimated aggregate intangible asset amortization expense in future periods includes: 2008, $29.3 million; 2009, $27.7

million; 2010, $25.9 million; 2011, $17.1 million; 2012, $9.9 million and thereafter, $25.0 million. At December 31, 2007,
the weighted-average amortization period for definite-lived intangible assets is six years.

10. Investing Activities
Debt and equity securities

See Note 14 to these financial statements for information on available-for-sale debt and equity securities pledged as
collateral.

As of December 31,

Fair Value and Cost of 2007 . 2006

General Account Securities:

(8 in millions) Fair Value Cost Fair Value Cost

U.S. government and agency $ 6188 3§ 6052 § 7024 % 687.9
State and political subdivision : 2343 2247 262.5 25330
Foreign government 197.2 172.0 269.6 2379
Corporate 7,048 4 7,073.2 7.230.1 7,162.9
Mortgage-backed 2.830.8 2,880.2 31214 3,116.1
Other asset-backed 1,040.5 1,116.0 1,110.8 1,093.2
Available-for-sale debt securities $ 119700 § 120713 $ 12,698 §$ 12,5510
Amounts applicable to the Closed Block : $ 69194 $ 68981 $ 70005 $ 68582
Available-for-sale equity securities $ 2053 § 173.0 § 187.1 § 156.0
Amounts applicable to the Closed Block S - 1340 % 109.2 § 1205 § 95.2
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10, Investing Activities (continued)

Unrealized Gains and Losses from , As of December 31,
General Account Securities: 2007 2006
(S in millions) -
Gains Losses Gains Losses
U.S. government and agency $ 218 % (82) 3 PAN (6.6)
State and political subdivision ' 10.9 (1.3) 121 - (2.6)
Foreign government : 253 (0.1) 325 - (0.8)
Corporate 161.4 (186.2) 168.7 (101.5)
Mortgage-backed . 39.8 (89.2) 46.0 (40.7)
Other asset-backed 9.7 (85.2). 22.8 (5.2)
Debt securities gains (losses) $ 2689 § (370.2) § 3032 % (157.4)
Debt securities net gains (losses) ' ) b (101.3) § 145.8
Equity securities gains (losses) _ $ 37.0 $ (4.7 $ 342 % (3.1)
Equity securities net gains 3 32.3 $ 31.1
Aging of Temimrar'ily 1 mpaired ) As of December 31, 2007
General Account Securities: . Less than 12 months Greater than 12 months Total
(8 in millions) - - - - . .
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

Debt Securities

U.S. government and agency $ 126 % 07 % 1339 § (7.5) § 1465 $ ° (82)
State and political subdivision . 1.2 — 47.4 (1.3) 48.6 (1.3
Foreign government 0.2 — 8.9 (0.1 9.1 (0.1
Corporate 1,069.6 (68.3) 2,247.1 (117.9) 33167 (186.2)
Mongage-backed 449.7 (35.0) 1,201.8 (54.2) 1,651.5 (89.2)
Other asset-backed 547.7 (59.1) 2498 (26.1) 797.5 (85.2)
Debt securities 3 2,081.0 § (163.1) § 31,8889 § (207.1) $ 5969.9 S (370.2)
Equity securities 50.2 (4.7) — — 50.2 4.7

Total temporarily impaired securities s 2,131.2 8 (167.8) § 31,8889 $ (207.1) § 6,020.1 $§ (374.9)

Amounts inside the Closed Block by 1,083.2 $ (854) 8 18804 § (93.0) § 29636 $ (178.4)

Amounts outside the Closed Block 3 1,048.0 $ (82.4) $ 20085 § (114.1) § :3,0565 § (196.5)

Amounts outside the Closed Block ‘ .
that are below investment grade b 94.7 § {4.6) § 173.6 % (21.6) § 2683 $§ .. (26.2)

Total after offsets for deferred policy
acquisition cost adjustment and taxes 5 (25.8) b 39.2 $ 65.0
Number of securities 1,094 1,456 2,550

Unrealized losses of below investment grade debt securities outside the Closed Block with a fair value of less than 80% of
the securities amortized cost totaled $10.6 million at December 31, 2007 ($2.6 million after offsets for taxes and deferred
policy acquisition cost amortization). These have been at significant unrealized loss positions on a continuous basis for six
moriths or less.

Unrealized losses of below investment grade debt securities held in the Closed Block with a fair value of less than 80% of the
securities amortized cost totaled $10.0 miition at December 31, 2007 ($0.0 million after offsets for change in policy dividend
obligation). These have been at significant unrealized loss positions on a continuous basis for six months or less.

The securities are considered to be temporarily impaired at December 31, 2007 as each of these securities has performed, and
is expected to perform, in accordance with their original contractual terms, and we have the ability and intent to hold these
securities until they recover their value.
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10. Investing Activities (continued)

Aging of Temporarily Impaired As of December 31, 2006
3‘3-'?f£?z'z$§§j’““' Securities: Less than 12 months Greater than 12 months Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Lostses

Debt Securities
U.S. government and agency $ 1063 § 2.1) § 160.5 % 45 § 2668 § (6.6)
State and political subdivision 25 (0.1) 61.2 2.5) 63.7 (2.6}
Foreign government 8.7 {0.1) 36.2 0.7) 44.9 (0.8)
Corporate 984.2 (14.7) 26387 (86.8) 3,6229 (101.5)
Mortgage-backed 504.9 (4.8) 1,503.4 (35.9) 2,008.3 (40.7}
Other asset-backed 166.6 (1.3} 268.9 (3.9} 435.5 (5.2
Debt securities $ 1,773.2 8§ 231 3 4,6689 % (1343} § 6,442.1 $ (157.4)
Equity securities 327 (2.7) 1.2 {0.4) 139 (3.1)
Total temporarily impaired securities § 1,805.9 § (25.8) 3 4,670.1 § (1347 $ 6,476.0 § {160.5)
Amounts inside the Closed Block $ §88.7 § (14.8) § 2,050.6 § 64.2) § 29393 §$ {79.0)
Amounts cutside the Closed Block b 917.2 § (11.0} $ 2,6195 § (70.5) $ 3,536.7 § {81.5)
Amounts outside the Closed Block
that are below investment grade $ 765 % (1.6) § 1949 $ (9.9 § 2714 § (11.5)
Total after offsets for deferred policy

acquisition cost adjustment and taxes $ (3.7 $ !21.5! $ 25.2
Number of securities 1,016 1,892 2,908

There were no unrealized losses of below investment grade debt securities outside the Closed Block with a fair value less
than 80% of the securities amortized cost total at December 31, 2006.

Unrealized losses of below investment grade debt securities held in the Closed Block with a fair value of less than 80% of the
securities amortized cost totaled $0.1 million at December 31, 2006 ($0.0 mitlion after offsets for change in policy dividend
obligation), of which $0.1 million had been in an unrealized loss for greater than 12 months.

The securities are considered to be temporarily impaired at December 31, 2006 as cach of these securities has performed, and
is expected to perform, in accordance with their original contractual terms, and we have the ability and intent to hold these
securities until they recover their value,

Mortgage loans

Carrying Values of Investments in Mortgage Loans: As of December 31,
(8 in millions)} 2007 2906

Carrying Fair Carrying Fair

Vilue Yalue Value Value

Property type
Apartment buildings g — 3 — 8 137 % 14.2
Retail stores 13.9 11.2 51.5 52.1
Industrial buildings . 3.0 3.0 8.4 8.3
Other 0.1 0.1 0.1 0.1
Subtotal 17.0 14.3 73.7 4.7
Valuation allowances (i.4) e (1.8) —
Mortgage loans $ 156 § 143 § 719 § 74.7
Amounts applicable to the Closed Block $ 127 § 114 § 66.5 § 68.5

The carrying value of delinquent or in-process-of-foreclosure mortgage loans as of December 31, 2007 and 2006 were 5.0
million and $0.0 million, respectively. The carrying values of mortgage loans on which the payment terms have been
restructured or modified were $2.9 million and $3.3 million as of December 31, 2007 and 2006, respectively. We have
provided valuation allowances for in-process-of-foreclosure, restructured or modified mortgage loans.
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10. Investing Activities (continued)

Years Ended December 31,

Mortgage Loan Valuation Allowaﬁce Activity: .

(8 in millions) . 2007 2006 2005
Valuation allowance, beginning of year 3 1.8 % 107§ 9.9
Additions charged to income — — 08
Deductions for write-offs and disposals 0.4) (8.9) —_
Valuation allowance, end of year S 14 &% 1.8 % 10.7

During the three years ended December 31, 2007, the amount of interest that was foregone due to the restructuring of
mortgage loans and to non-income producing loans was not material to our consolidated financial statements. Refinancing of
mortgage loans was not material in any of the three years ended December 31, 2007.

Venture capital partnerships

In October 2005, we entered into an agreement to sell $138.5 million of the venture capital assets held in the open block to an
outside party. The first phase of the sale closed in 2005 and the remaining partnerships were sold in the first quarter of 2006.
The carrying value of the funds sold in 2005 was $98.8 million (net of a $6.7 million pre-tax realized loss on partnerships to
be sold in 2006) and an additional $33.8 million was sold in 2006. A pre-tax realized loss of $13.9 million was recognized in
2005 and a pre-tax gain of $4.2 million was recognized in 2006 upon the completion of the sale. In connection with the
transaction, the Venture Capital segment was eliminated, effective January 1, 2006, and eamings from the remaining assets
are now allocated to the Life and Annuity segment.

Years Ended December 31,

Investment Activity in Venture Capital Partnerships:

(3 in millions) 2007 2006 2005
Contributions ' $ 600 $ 418 S 66.0
Equity in camnings of partnerships 27.0 12 238
Sale of partnership interests — (51.9) (91.5)
Distributions (30.1) {23.8) (94.6)
Realized gain (loss) on sale of partnership interests — 2.4 (13.9)
Change in venture capital partnerships 56.9 (28.3) (110.2)
Venture capital partnership investments, beginning of period 116.8 145.1 2553
Venture capital partnership investments, end of period $ 173.7 8 1168 § 145.1
Amounts applicable te the Closed Block 3 1573 § 979 § 73.4

Affiliate equity securities

There were no affiliate securities held at December 31, 2007 or 2006.
There were no eamings from affiliate securities during 2007 or 2006.
Aberdeen Asset Management PLC, ‘or Aberdeen‘

On January 14, 2005, we closed the sale to third parties of our equity holdings in Aberdeen for net proceeds of $70.4 million,
which resulted in an after-tax realized investment loss of $7.0 million. The January 2005 sale of our equity holdings in
Aberdeen completed our disposition of our direct financial interests in Aberdeen, We continue to participate in sub-advisory
arrangements related to several of our asset management product offerings with Aberdeen, the financial effects of which are
not material to our consolidated financial statements.

Hilb Rogal and Hobbs, or HRH

HRH is a Virginia-based property and casualty insurance and employee benefit products distributor traded on the New York
Stock Exchange. We owned 6.4% of its common shares, as well as convertible debt securities which, if converted, would
have represented 16.8% of HRH’s common stock outstanding. Prior to November 2002, we had a contractual right to
designate two nominees for election to its board of directors.
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10. Investing Activities (continued)

In November 2002, we converted our HRH note into additional shares of HRH common stock, resulting in total HRH
holdings with a fair value of $167.1 million. On the day following the conversion, we sold shares of HRH common stock in a
secondary public offering for $23.5 million and issued stock purchase contracts for $133.9 million, which contracts required
us to, and we did, deliver shares of HRH common stock in November 2005. As a result of the transactions we completed in
November 2002, it was no longer appropriate to consider HRH as an affiliate for accounting and reporting purposes.

As a result of these transactions, we recorded a gross realized investment gain of $15.3 million in 2002 and a gross deferred
investment gain of $86.3 million. Net of offsets for applicable deferred policy acquisition costs and deferred income taxes,
our realized gain was $6.4 million and our deferred gain was $35.1 million. We calculated our gains using the specific
identification of the securities sold. The deferred gain was realized on settlement of the stock purchase contracts in the fourth
quarter of 2005. In addition, in 2003 we sold shares of HRH common stock in the open market for $9.4 million and recorded
a gross realized investment gain of $6.9 million ($4.5 million after income taxes).

Other investments

As of December 31,

Other Investments: P
(§ in millions) 2007 2006
Transportation and other equipment leases $ 577 % 60.3
Separate account equity investments — 09
Mezzanine partnerships ' 151.6 100.9
Affordable housing partnerships 17.7 19.6
Derivative instruments (Note 15) 22.7 7.5
Real estate 48.1 73.0
Other partnership interests 119.3 46.]

Other investments ' $ 4171 § 308.3

Statutory deposits

Pursuant to certain statutory requirements, as of December 31, 2007, our Life Companies had on deposit securities with a fair
value of $67.8 million in insurance department special deposit accounts. Our Life Companies are not permitted to remove the
securities from these accounts without approval of the regulatory authority.

Net investment income

Years Ended December 31,

Sources of Net Investment Income:

($ in millions) 2007 2006 2005 -
Debt securities $ . 7744 % 800.7 § R04.6
Equity securities 8.2 7.0 7.5
Mortgage loans 1.7 6.2 20.2
Venture capital partherships 27.0 33 23.8
Policy loans 179.5 169.3 165.8
Other investments - 439 40.0 47.8
Other income 83 — —
Cash and cash equivalents 18.8 16.3 76"
Total investment income : 1,001.8 1,042.8 1,677.3
Discontinued operations (7.5) (6.6) 4.8}
Investment expenses (9.6) (5.3) (6.1}
Net investment income, general account investments 1,044.7 1,030.9 1,066.4
Debt and equity securities pledged as collateral (Note 14) 15.7 19.0 339
Net investment income b 10604 § 1,0499 § 1,100.3
Amounts applicable to Closed Block $ 5716 § 540.7 §$ 556.5

F-30




10. Investing Activities (continued)

Net realized investment gains (losses)

Sources and Types of Realized Investment Gains (Losses):
(8 in millions)

Debt security impairments

Equity security impairments

Mortgage loan impairments

Other investments impairments .
Debt and equity securities pledged as collateral impairments

Impairment losses

Debt security transaction gains

Debt security transaction losses

Equity security transaction gains

Equity security transaction losses

Mortgage loan transaction gains

Venture capital partnership transaction gains {losses)
Affiliate equity security transaction gains

Affiliate equity security transaction losses

HRH gain

Other investments transaction gains

Other investments transaction losses

Real estate transaction gains

Real estate transaction losses

Debt and equity securities pledged as collateral gains
Debt and equity securities pledged as collateral losses

Net transaction gains

Net realized investment gains (losses)

Years Ended December 31,

2007 2006 2005
$ 46.7) $ 79 $ (31.2)
{0.5) — (2.1
— — (0.8)
(3.9) — —
(0.8) (1.0) (1.2)
(51.9) (8.9) (35.3)
219 62.1 192,
(10.3) {20.1) (372
12.5 25.7 5.8
(3.0) (3.8) (2.9)
1.4 32 —
— 2.4 (13.9)
13.7 10.4 14.4
— — (10.7)
— — 86.3
8.5 5.5 8.4
(2.8) — {1.8)
1.6 — 89
(0.2) — (9.5)
26 — 3.0
0.8) — (0.5)
45.1 85.4 69.5
$ 6.8 $ 765 § 34.2

Debt security impairments during 2007 reflected the effects of credit impairments related to the sub-prime, Alt-A and
second-lien residential mortgage markets, including a $17.1 million full impairment of a direct investment in a collateralized

debt obligation.

Unrealized investment gains (losses)

Sources of Changes in Net Unrealized Investment Gains (Losses):
{($ in millions)

Debt securities

Equity securities

Debt and equity securities pledged as collateral
Other investments

Net unrealized investment losses

Net unrealized investment losses

Applicable policyholder dividend obligation
Applicable deferred policy acquisition cost benefit
Applicable deferred income tax benefit

Offsets to net unrealized investment losses

Net unrealized investment losses included in
other comprehensive income (Note 17)
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Years Ended December 31,

2007 2006 2005

$ (247§ (1259) § (313.0)
1.2 10.9 (84.9)

(16.4) (9.1) (93.3)

(1.6) — (1.5)

$  (2639) $§  (1241) §  (498.7)
$  (2639) § (1241) $  (498.7)
(121.5) (73.8) (194.8)
(63.4) (16.2) (70.5)
(202) (8.8) (50.7)
(205.1) (98.8) (316.0)

$ (58.8) $ (25.3) 5 - (182.7)




10. Investing Activities (continued)

Investing cash flows

Years Ended December 31,

Investment Purchases, Sales, Repayments and Maturities:

(8 in miflions) 2007 2006 2005
Debt security purchases ' ' . $§ @0524) § (4977.) § (45047
Equity security purchases ' {76.6} . (54.9) (150.8)
Venture capital partnership investments ' (60.0) (41.8) (65.7)
Other invested asset purchases (158.6) (91.2) {50.6)
Policy loan advances, net (58.5) (77.0) {48.3)
Investment purchases §  (4,406.1) $ (5242.0) $§  (4,860.1)
Debt securities sales $ 30856 § 40109 § 29258
Debt securities maturities and repayments ' - ©1,428.0 1,592.3 1,370.3
Equity security sales 68.6 87.4 2254
Mortgage loan maturities and principal repayments : 577 60.3 79.2
Venture capital partnership capital distributions 30.0 75.7 185.9
Real estate and other invested assets sales ‘ 119.1 106.4 17.9
Investment sales, repayments and maturities " $ 4,789.0 § 59330 § 4,804.5

The maturities of general account debt securities and mortgage loans, by contractual sinking fund payment and maturity. as
of December 31, 2007 are summarized in the following table. Actual maturities will differ from contractual maturities as
certain borrowers have the right to call or prepay obligations with or without call or prepayment penalties, we have the right
to put or sell certain obligations back to the issuers and we may refinance mortgage loans. Refinancing of mortgage loans
was not significant during the three years ended December 31, 2007.

Maturities of General Account Debt Securities

d Mort L t t: Debt Mortgage
?;l in mﬁhog:se oans at Cos Securities Loans Total
Due in one year or less $ 462.1 § 30 3% 465.1°
Due after one year through five years 1,897.2 : 9.6 1,906.8
Due after five years through ten years . 3,591.2 — 3,591.2
Due after ten years . 6,120.8 3.0 6,123.8
Total § 120713 3§ 156 § 12,086.9

11. Financing Activities

-

Indebtedness
As of December 31,
) 2007 2006

indebt : Carrying Carrying

(2 ,-:: m?,%gﬁij . . Value Fair Value Value Fair Value
Promissory notes 3 — § — 3 572 ¢ 60.9
7.15% surplus notes 174.0 179.6 174.0 189.6
6.675% senior unsecured bonds ’ 153.7 153.7 153.7 155.5
7.45% senior unsecured bonds 300.0 243.1 300.0 300.4
Interest rate swap — — 0.5 0.5
Total indebtedness 3 6277 § 5764 § 6854 § 706.9

During 2005, we issued $67.0 million of promissory notes in connection with our acquisition of the minority interest in
KAR. The first installment of $9.8 million plus interest was paid on January 3, 2006, The remaining instaltment of $57.2
million plus deferred interest was paid in January 2007. The interest rate on the notes was 4.75%. See Note 3 to these
financial statements for more information on our acquisition of KAR.
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11. Financing Activities (continued)

Our 7.15% surplus notes are an obligation of Phoenix Life and are due December 15, 2034. The carrying value of the 2034
notes is net of $1.0 million of unamortized original issue discount. Interest payments are at an annual rate of 7.15%, require
the prior approval of the Superintendent of Insurance of the State of New York and may be made only out of surplus funds
which the Superintendent determines to be available for such payments under New York Insurance Law, The notes may be
redeemed at the option of Phoenix Life at any time at the “make-whole” redemption price set forth in the offering circular. |
New York Insurance Law provides that the notes are not part of the legal liabilities of Phoenix Life. On December 15, 2004,
Phoenix Life repurchased $144.8 million of the previously issued $175.0 million outstanding principal on its 6.95% surplus
notes and recognized a non-recurring after-tax charge of $6.4 million for costs incurred, including the tender premium.
Concurrent with the closing of the tender, Phoenix Life issued $175.0 million, 7.15% surplus notes. The remaining 6.95%
surplus notes were redeemed at maturity in December 2006,

On June 6, 2006, we amended and restated our existing $150 million unsecured senior revolving credit facility, dated as of
November 22, 2004 (the “Original Facility” and as so amended and restated, the “Amended Facility”). The financing
commitments under the Amended Facility will terminate on June 6, 2009.

Potential borrowers on the credit line are The Phoenix Companies, inc., PXP and Phoenix Life. We unconditionally
guarantee any loans under this facility to Phoenix Life and PXP. Base rate loans will bear interest at the greater of Wachovia
Bank, National Association’s prime commercial rate or the federal funds rate plus 0.50%. Eurodollar rate loans will bear
interest at LIBOR plus an applicable percentage based on our Standard & Poor’s and Moody’s ratings. There are no current
borrowings on the credit facility.

The credit facility contains covenants that require us at all times to méintain a minimum level of consolidated stockholders’
equity, based on GAAP standards in effect on June 6, 2006 and a maximum consolidated debt-to-capital ratio, of 30%. In
addition, Phoenix Life must maintain a minimum risk-based capital ratio of 250% and a minimum A.M. Best financial
strength rating of “A-". Borrowings under the facility are not conditioned on the absence of a material adverse change.

We were in compliance with all of our credit facility covenants at December 31, 2007.

In December 2002, we issued 6,147,500 of 7.25% equity units in a public offering at $25 per unit for gross proceeds of
$153.7 million (net proceeds of $149.1 million). Each equity unit consisted of an unsecured, subordinated note and a
purchase contract (equity forward on our common stock collateralized by the note). On November 7, 2003, the notes were
remarketed as senior unsecured obligations and the interest rate was reset to 6.675% at that time. The holders of the purchase
contracts have been paid a contract adjustment payment at a rate of 0.65% per year. The present value of the future contract
adjustment payments of $2.8 million was recorded as a charge to paid-in capital at inception. On February 16, 2006, these
holders purchased 17,423,839 shares of our common stock in aggregate as part of the settlement of the original transaction.
On February 19, 2008, the $153.7 million of senior unsecured obligations matured and were paid in full.

Our senior unsecured bonds were issued in December 2001 for gross proceeds of $300.0 million (net proceeds of $290.6
million) and mature in January 2032. We pay interest at an annual rate of 7.45%. We may redeem any or all of the bonds
from lanuary 2007 at a redemption price equal to 100% of principal plus accrued and unpaid interest to the redemption date.

We have recorded indebtedness at unpaid principal balances of each instrument net of issue discount. In connection with our
senior unsecured bond offering, we entered into an interest rate swap agreement on half of the offering amount to reduce
market risks from changes in interest rates. We have recorded the interest rate swap at fair value based on the settlement
value of the swap. We have determined the fair value of indebtedness based on contractual cash flows discounted at market
rates for surplus notes and on quoted market prices for bonds and equity units.

Future minimum annual principal payments on indebtedness as of December 31, 2007 are: in 2008, $153.7 million; in 2032,
$300.0 mitlion and in 2034, $175.0 million.
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11. Financing Activities (continued)

Interest Expense on Indebtedness, including . . D ber 31
Amortization of Debt Issuance Costs: Years Ended December 31, T

(% in millions) ‘ 2007 2006 }
Stock purchase contract adjustment expense $ — 8 — § 7.1
Surplus notes $ 124§ 145 3% 14.7
Equity units 11.0 1LY 1.7
Senior unsecured bonds 20.6 201 178
Bank credit facility and other 0.2 3.5 24
Interest expense on indebtedness b 4.2 3 492 % 46.6

Stock purchase contract adjustment payments are included in other operating expenses.
Common stock dividends

On April 26, 2007, we declared a cash dividend of $0.16 per share, or $18.4 million, which was paid on July 11, 2007 to
shareholders of record on June 13, 2007. In the prior year, we declared a dividend of $0.16 per share, or $18.1 million, on
April 27, 2006 to our shareholders of record on June 13, 2006; we paid that dividend on July 11, 2006,

12. Common Stock and Steck Repurchase Program

We have authorization for the issuance of 1,000,000,000 shares of our common stock. Through December 31, 2007, we have
issued 125.6 million common shares (56.2 million shares to our policyholders in exchange for their interests in the mutual
company and 69.4 million shares in sales to the public). As of December 31, 2007, we had 114.3 million shares outstanding,
net of 11.3 million common shares of treasury stock. At that date, we also had 11.4 million common shares reserved for
issuance under our stock option plans (5.9 million shares) and our restricted stock unit, or RSU, plans (5.5 million shares).

We have autﬁorization from our board of directors to repurchase an additional 0.7 million shares of our common stock. As of
December 31, 2007, we had repurchased 12.3 million shares of our common stock at an average price of $15.87 per share.

State Farm Mutual Automobile Insurance Company, or State Farm, currently owns of record more than 5% of our
outstanding common stock. In 2007, 2006 and 20035, our subsidiaries incurred $62.3 million, $50.1 million and $37.6 million,
respectively, as compensation costs for the sale of our insurance and annuity products by entities that were either subsidiaries
of State Farm or owned by State Farm employees.

13. Separate Accounts, Death Benefits and Other Insurance Benefit Features

Separate account products are those for which a separate investment and liability account is maintained on behalf of the,
policyholder. Investment objectives for these separate accounts vary by fund account type, as outlined in the applicable fund
prospectus or separate account plan of operations. Qur separate account products include variable annuities and variable life
insurance contracts. The assets supporting these contracts are carried at fair value and reported as Separate account assets
with an equivalent amount reported as Separate account liabilities. Amounts assessed against the policyholder for mortality,
administration, and other services are included within revenue in insurance, investment management and product fees. In
2007 and 2006 there were no gains or losses on transfers of assets from the general account to a separate account.

Many of our variable contracts offer various guaranteed minimum death, accumulation, withdrawal and income benefits.
These benefits are offered in various forms as described in the footnotes to the table below. We currently reinsure a
significant portion of the death benefit guarantees associated with our in-force block of business. We establish policy benefit
liabilities for minimum death and income benefit guarantees relating to certain annuity policies as follows: |

e Liabilities associated with the guaranteed minimum death benefit, or GMDB, are determined by estimating the
expected value of death benefits in excess of the projected account balance and recognizing the excess ratably over
the accumulation period based on total expected assessments. The assumptions used for calculating the liabilities are
generally consistent with those used for amortizing deferred policy acquisition costs.
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13. Separate Accounts, Death Benefits and Other Insurance Benefit Features (continued)

» Liabilities associated with the guaranteed minimum income benefit, or GMIB, are determined by estimating the
expected value of the income benefits in excess of the projected account balance at the date of annuitization and
recognizing the excess ratably over the accumulation period based on total expected assessments. The assumptions
used for calculating such guaranteed income benefit liabilities are generally consistent with those used for
amortizing deferred policy acquisition costs.

For annuities with GMDB, 200 stochastically generated scenarios were used. For annuities with GMIB, we used 1,000
stochastically generated scenarios.

As of December 31,

Separate Account Investments of Account Balances of Contracts with Guarantees:
(% in millions) 2007 2006
Debt securities ' ' 3 7367 % 733.0
Equiry funds 2,895.4 2,591.0
Other 103.9 92.2
Total 5 3,736.0 § 3,416.2
Changes in Guaranteed Liability Balances: . I Year Ended
(3 in millions} ) December 31, 2007
Annuity Annuity
GMDB® GMIB
Liability balance as of January 1, 2007 3 322§ 37
[ncurred : (26.3) 22
Paid ’ 2.7) —
Liability balance as of December 31, 2007 7 3 32 3 5.9
Changes in Guaranteed Liability Balances: ' Year Ended
(3 in millions) December 31,2006
' Annuity Annuity
GMDBM GMIB
Liability balance as of January 1, 2006 . 5 327 3% 2.5
Incurred 32 . 1.2
Paid . ) i 3.7 o
Liability balance as of December 31, 2006 5 322 % 3.7

(M The reinsurance recoverable asset related to the GMDB was $1 4 million and $21.5 mll]u;m as of December 31, 2007 and 2006
respectively.

The GMDB and GMIB guarantees are recorded in pelicy liabilities and accruals on our balance sheet. Changes in the

liability are recorded in Policy benefits, excluding policyholder dividends, on our statement of operations. In a manner
consistent with our policy for deferred policy acquisition costs, we regularly evaluate estimates used and adjust the additional
liability balances, with a related charge or credit to benefit expense if actual experience or other evidence suggests that earlier
assumptions should be revised.

1 n

We also offer certain variable products with a guaranteed minimum withdrawal benefit, or GMWB, a guaranteed minimum
accumulation benefit, or GMAB, and a guaranteed pay-out annuity floor, or GPAF.

The GMWB guarantees the policyholder a minimum amount of withdrawals and benefit payments over time, regardless of
the investment performance of the contract, subject to an annual limit. Optional resets are available. In addition, we have
introduced a feature for these contracts, beginning in the fourth quarter of 2005, that allows the policyholder to receive the
guaranteed annual withdrawal amount for as long as they are alive.

LI L]
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13. Separate Accounts, Death Benefits and Other Insurance Benefit Features (continued)

The GMAB rider provides the contract holder with a minimum accumulation of their purchase payments deposited within a
specific time period, adjusted for withdrawals, after a specified amount of time determined at the time of issuance of the
variable annuity contract.

The GPAF rider provides the policyholder with a minimum payment amount if the variable annuity payment falls below this
amount on the payment calculation date.

The GMWB, GMAB and GPAF represent embedded derivatives in the variable annuity contracts that are required to be
reported separately from the host variable annuity contract. They are carried at fair value and reported in policyholder deposit
funds. The fair value of the GMWB, GMAB and GPAF obligation is calculated based on actuarial and capital market
assumptions related to the projected cash flows, including benefits and related contract charges, over the lives of the
contracts, incorporating expectations concerning policyholder behavior. As markets change, mature and evolve and actual
policyholder behavior emerges, management continually evaluates the appropriateness of its assumptions.

As of December 31, 2007 and 2006, 100% of the aggregate account value with the GMWB, GMAB and GPAF features was
not reinsured. In order to minimize the volatility associated with the unreinsured liabilities, we have established an
alternative risk management strategy. We began hedging our GMAB exposure in 2006 and GMWB exposure during fourth
quarter 2007 using equity options, equity futures and swaps. These investments are included in other invested assets on our
balance sheet, As of December 31, 2007 and 2006, the embedded derivative for GMWB, GMAB and GPAF was immaterial.
Benefit payments made for the GMWB, GMAB and GPAF during 2007 or 2006 were immaterial.

For those guarantees of benefits that are payable in the event of death, the net amount at risk is generally defined as the
current guaranteed minimum death benefit in excess of the current account balance at the balance sheet date. For guarantees
of benefits that are payable upon annuitization, the net amount at risk is generally defined as the present value of the
minimum guaranteed annuity payments available to the policyholder determined in accordance with the terms of the contract
in excess of the current account balance. For guarantees of accumulation balances, the net amount at risk is generally defined
as the guaranteed minimum accumnulation balance minus the current account balance.

Additional Insurance Benefits: . Net Amount Average
(3 in millions) ) Account At Risk After  Attained Age
Value Reinsurance  of Annuitant
GMDB return of premiumt?} $ 1,451.0 $ 5.5 59
GMDRB step up 1,915.4 376 60
GMDB eamings enhancement benefit (EEB)® 78.4 — 60
GMDB greater of annual step up and roll upt 42.5 3.6 63
Total GMDB at December 31, 2007 ¢ $ 34873 § 46.7
GMIB ) 3 716.8 : 59
GMAB 389.8 35
GMWB ‘ 214.6 62
GPAF 433 74
Total at December 31, 2007 S 1,364.5

Y Return of premium. The death benefit is the greater of current account value or premiums paid {less any adjusted partial withdrawals),

' Step Up: The death benefit is the greater of current account value, premiums paid (less any adjusted partial withdrawals) or the annual
step up amount prior to the eldest original owner attaining a certain age. On and after the eldest original owner aftains that age, the death
benefit is the greater of current account value or the death benefit at the end of the contract year prior to the eldest original owner’s
attaining that age plus premium payments (less any adjusted partial withdrawals) made since that date.

@ EEB: The death benefit is the greater of the premiums paid (less any adjusted partial withdrawals) or the current account value plus the
EEB. The EEB is an additional amount designed to reduce the impact of taxes associated with distributing contract gains upon death.

) Greater of Annual Step Up and Annual Roll Up: The death benefit is the greater of premium payments (less any adjusted partial
withdrawals), the annual step up amount, the annual rell up amount or the current account value prior to the eldest original owner
attaining age 81, On and after the eldest original owner attained age 81, the death benefit is the greater of current account value or the
death benefit at the end of the contract year prior to the eldest original owner’s attained age of 81 plus premium payments (less any
adjusted partial withdrawals) made since that date. .
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13. Separate Accounts, Death Benefits and Other Insurance Benefit Features (continued).

Liabilities for universal life are generalty determined by estimating the expected value of losses when.death benefits exceed
revenues and recognizing those benefits ratably over the accumulation period based on total expected assessments, The
assumptions used in estimating these liabilities are consistent with those used for amortizing deferred policy acquisition
costs. A single set of best estimate assumptions is used since these insurance benefits do not vary significantly with capital
markets volatility. At December 31, 2007 and 2006, we held additional universal life benefit reserves of $34.7 million and
$12.7 million, respectively.

14. Investments Pledged as Collateral and Non-Recourse Collateralized Obligations

We are involved with various entities in the normal course of business that may be deemed to be variable interest entities
and, as a result, we may be deemed to hold interests in those entities. In particular, we serve as the investment advisor to 10
collateralized obligation trusts that were organized to take advantage of bond market arbitrage opportunities. These 10
collateralized obligation trusts are investment trusts with aggregate assets of $3.6 billion that are primarily invested in a
variety of fixed income securities acquired from third parties. Our asset management affiliates earned advisory fees of $9.1
million, $8.0 million and $8.8 million during the years ended December 31, 2007, 2006 and 2005, respectively. The
collateralized obligation trusts reside in bankruptcy remote SPEs for which we provide neither recourse nor guarantees.
Accordingly, our financial exposure to these collateralized obligation trusts stems from our life insurance subsidiary’s
general account direct investment in certain debt or equity securities issued by these collateralized obligation trusts. Our
maximum exposure to loss with respect to our life insurance subsidiary’s direct investment in the 10 collateralized obligation
trusts is $13.4 million at December 31, 2007 (none of which relates to trusts that are consolidated), all of which relates to
investment grade debt securities.

Prior to September 30, 2005, we consolidated Phoenix-Mistic 2002-1 CDO, Ltd., or Mistic, which was redeemed during the
third quarter of 2005. As a result of this liquidation, we recognized $3.4 million of prepayment fees, $3.9 million of realized
investment gains and a reversal of $1.3 million of impairments taken previously under FIN 46(R) when Mistic was
consolidated on Phoenix’s balance sheet. .

We continued to consolidate two collateralized obligation trusts as of December 31, 2007 and 2006 and three as of
December 31, 2005. As of December 31, 2007, we had no direct investment in the two consolidated collateralized obligation
trusts. We recognized investment income on debt and equity securities pledged as collateral, net of interest expense on
collateralized obligations and applicable minority interest, of $0.5 million, $0.7 million and $5.0 million for the years ended
December 31, 2007, 2006 and 2003, respectively, related to these consolidated obligation trusts.

The other eight variable interest entities not consolidated by us under FIN 46(R) represent collateralized obligation trusts
with approximately $3.4 billion of investment assets pledged as collateral. Our general account’s direct investment in these
unconsolidated variable interest entities was $13.4 million (all of which are investment grade debt securities at December 31,
2007). We recognized investment advisory fee revenues related to these unconsolidated variable interest entities of $8.6
million, $7.3 million and $3.9 million for the years ended December 31, 2007, 2006 and 2005, respectively.

Fair Value and Cost of Debt and Equity Securities As of December 31,

Pledged as Collateral: 2007 2006

(8 in millions) Fair Value Cost Fair Value Cost
Debt securities pledged as collateral $ 219.1 % 2193 8§ 2672 § 2514
Equity securities pledged as collateral — 0.1 0.6 0.3
Total debt and equity securities pledged as collateral 5 219.1 § 2194 % 2678 § 251.7

Cash and accrued investment income included $13.4 million and $5.0 million at December 31, 2007 and 2006, respectively.

Non-recourse collateralized obligations are comprised of callable collateralized obligations of $307.2 million and $332.2
million at December 31, 2007 and 2006, respectively, and non-recourse derivative cash flow hedge liability of $10.7. million
(notional amount of $211.1 million with maturity of June 1, 2009) and $11.8 million (notional amount of $222.9 million with
maturities of 2005-2013) at December 31, 2007 and 2006, respectively. There were no minority interest liabilities related to
third-party equity investments in the consolidated variable interest entities at December 31, 2007 and 2006.
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14. Investments Pledged as Collateral and Non-Recourse Collateralized Obligations (continued)

Gross and Net Unrealized Gains and Losses from As of P ber 31
Debt and Equity Securities Pledged as Collaterai: SOl e 20 2006
(8 in millions) 2007 0
Gains Losses Gains Losses

Debt securities pledged as collateral $ 290 % 292) § 354 % (19.6)
Equity securities pledged as coltateral — 0.1) 0.4 0.1}
Total ) 200 § (29.3) § 358 § (19.7)
Net unrealized gains (losses) ' 3 (0.3) § 16.1
Aging of Temporarily Impaired Debt and As of December 31, 2007
qu_'"ty,lsfcu')'mes Pledged as Collateral: Less than 12 months Greater than 12 months Total
(8 in puillions Fair Unrealized Fair Unrealized Fair Unrealized

Value Losses Value Losses Value Losses
Corporate 3 — 3 — § — 3 0.1 § — 3 {0.1)
Mortgage-backed 3.7 (0.4) 7.2 (1.7 - 109 {2.1)
Other asset-backed 2.6 — 0.2 (0.7) 2.8 (0.7
Debt securities 5 63 § 04) S 74 3 2.5) 8 13.7 8§ 2.9
Equity securities pledged as collateral — — — (0.1) —_ U

Total temporarily impaired securities :
pledged as collateral 3 63 $ 04) 8 74 § (2.6) 8 13.7 § (3.0

Gross unrealized losses related to debt securities pledged as collateral whose fair value is less than the security’s amortized
cost totaled $2.9 million at December 31, 2007. Gross unrealized losses on debt securities with a fair value less than 80% of
the security’s amortized cost totaled $2.6 million at December 31, 2007. The majority of these debt securities are investment
grade issues.that continue to perform to their original contractual terms at December 31, 2007.

Maturity of Debt Securities Pledged as Collateral: ) _ Cost
($ in millions)

Due in one year or less $ 19.1
Due after one year through five years ‘ 16.1
Due after five years through ten years 259
Due after ten years 158.2
Total debt securities ‘ $ 2193

The amount of collateralized debt obligation-related derivative cash flow hedge ineffectiveness recognized through carnings
for the years ended December 31, 2007, 2006 and 2005 was $0.8 million, $0.3 million and $0.3 million, respectively. See
Note 10 to these financial statements for information on realized investment losses related to these collateralized debt
obligations,

Effect of Consolidation of As of and for the
Collateralized Obligation Trusts: Years Ended December 31,

(% in millions) _ 2007 2006 2005
Increase (decrease) in net income ‘ 3 10 3 (L) $ 1.3
Reduction to stockholders’ equity 3 (85.4) § (71.2) $ (67.9)

The above credits (charges) to net income (loss) and stockholders’ equity primarily relate to realized and unrealized
investment losses within the collateralized obligation trusts. Upon maturity or other liquidation of the trusts, the fair value of
the investments pledged as collateral will be used to settle the non-recourse collateralized obligations with any shortfall in
such investments inuring to the third-party note and equity holders. To the.extent there remains a recorded liability for
non-recourse obligations after all the assets pledged as collateral are exhausted, such amount will be reduced to zero with a
corresponding benefit to earnings. Accordingly, these investment losses and any future investment losses under this method
of consolidation will ultimately reverse upon the maturity or other liguidation of the non-recourse collateralized obligations.
These non-recourse obligations mature between 2011 through 2012 but contain call provisions. The call provisions may be
triggered at the discretion of the equity investors based on market conditions and are subject to certain contractual
limitations.
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15, Derivative Instruments and Fair Value of Financial Instruments
Derivative instruments

We maintain an overall interest rate risk-management strategy that primarily incorporates the use of interest rate swaps as
hedges of our exposure to changes in interest rates. Qur exposure to changes in interest rates primarily results from our
commitments to fund interest-sensitive insurance liabilities, as well as from our significant holdings of fixed rate financial
instruments.

Derivative Instruments Held in . As of December 31,
General Account: ‘
(8 in millions} 2007 2006
Notional . . .
Amount Maturity Asset Liability Asset Liability
Interest rate swaps
Fair value hedges $ — 2007 $ — 5 — 8 05 % —
Cash flow hedges -— 2007 — — 0.4 —
Non-hedging derivative instruments 22 2017 02 0.2 2.1 12
Cross currency swaps 35 2012-2016 — 29 — i.0
Put options - 150 2016-2017 215 — 4.0 —
Call options 6 2008 0.5 — —
Other 56 2008 ’ 0.5 — 0.5 —
Total general account ‘
derivative instrument positions 5 269 ) $ 227 § 31 $ 7.5 § 2.2
Interest Rate Swaps

The Company currently uses interest rate swaps that eftectively convert variable rate cash flows to fixed cash flows in order
to hedge the interest rate risks associated with guaranteed minimum living benefit (GMAB/GMWB) rider liabilities. These
interest rate swaps do not qualify for hedge accounting treatment and are stated at fair vaiue (market value) with their change
in valuation reported in net realized capital gains/losses.

Interest Rate Options

The Company uses interest rate options, such as caps to hedge against market risks to assets or liabilities from substantial
changes in interest rates. An interest rate cap gives us the right to receive, over the maturity of the contract, the excess of a
reference rate index that is determined. The cash settlement or payoff from these cap contracts is made on a quarterly basis
based on the rate difference times notional principal. '

Cross Currency Swaps

The Company uses cross currency swaps to hedge against market risks from changes in foreign currency exchange rates.
Currency swaps are used to swap bond asset cash flows denominated in a foreign currency back to U.S. dollars. Under
foreign currency swaps, we agree with another party (referred to as the counterparty) to exchange principal and periodic
interest payments denominated in foreign currency for payments in U.S. dollars. Counterparties to such financial instruments
expose us to credit-related losses in the event of nonperformance, but we do not expect any counterparties to fail to meet
their obligations given their high credit ratings. The credit exposure of cross currency swaps is the fair valie (market value)
of contracts with a positive fair value {market value) at the reporting date.

Exchange Traded Future Contracts
The Company uses equity index futures to hedge the market risks from changes in the value of equity indices, such as S&P

500, associated with guaranteed minimum living benefit (GMAB/GMWB) rider liabilities. Positions are short-dated,
exchange-traded futures with maturities of three months.
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15. Derivative Instruments and Fair Value of Financial Instruments (continued)
Equity Index Options . -, .

The Company uses the following to hedge against niarket risks from qhahges in volatility, interest rates, and equity indices
associated with our Life and Annuity products:

o Equity index options, such as S&P 500 puts for the variable annuity guaranteed minimum living benefit :
(GMAB/GMWB) rider liabilities;

o Equity index options, such as S&P 500 European calls for the Equity Index Universal Life (EIUL); and ~
« Equity index options, such as S&P European, Asian and Binary calls for the Equity Index Annuity (EIA).

An equity index put option affords the Company the right to sell a specified equity index at the established price determined
at the time the instrument was purchased. The Company may use short-dated options, which are traded on exchanges or use
long-dated over-the-counter options, which require entering into an agreement with another party (referred to as the

counterparty).

An equity index call option affords the Company the right to buy a specified equity index at the established price determined
at the time the instrument was purchased. The Company used exact-dated options, which are traded over-the-counter with
another party (referred to as the counterparty) to closely replicate the option payoff profile embedded in EIA and EIUL
liabilities. E :

The Company is exposed to credit-related losses in the event of nonperformance by counterparties to fail to meet their
obligations given their high credit ratings. The credit exposure of equity index options is the fair value (market value) of
contracts with a positive fair value (market value) at the reporting date.

Fair value of financial instruments

As of December 31,
2

Carrying Amounts and Estimated Fair Values - 2007 ' 7 : 006 :

of Financial Instruments: : Carrying Fair Carrying Fair

($ in millions) Value Value Value Value
Cash and cash equivalents $ 57177 8 5777 % 4049 . % 404.9
Available-for-sale debt securities 11,970.0 11,970.0 12,696.8 12,696.8
Available-for-sale equity securities 205.3 2053 187.1 187.1
Mortgage loans 156 . 143 71.9 747
Debt and equity securities pledged as collateral 219.1 219.1 267.8 267.8
Derivative financial instruments 227 227 7.5 1.5
Policy loans 2,380.5 2,495.6 2,322.0 24159
Financial assets h 15,3909 $§ 155047 § 15958.0 $§ 16,054.7
Investment contracts $ 1,808.9 % 1,8039 § 22284 8 2,190.9
Non-recourse collateralized obligations 317.9 2325 344.0 272.8
Indebtedness 627.7 576.4 6854 706.9
Derivative financial instruments 3.1 3.1 2.2 2.2
Financial liabilities 3 2,7576 § 2,6159 § 3,2600 § 3,172.8

Fair value of investment contracts

For purposes of fair value disclosures, we determine the fair value of guaranteed interest contracts by assuming a discount
rate equal to the appropriate U.S. Treasury rate plus 150 basis points to determine the present value of projected contractual
liability payments through final maturity. We determine the fair vatue of deferred annuities and supplementary contracts
without life contingencies with an interest guarantee of one year or less at the amount of the policy reserve. In determining
the fair value of deferred annuities and supplementary contracts without life contingencies with interest guarantees greater
than one year, we use a discount rate equal to the appropriate U.S. Treasury rate plus 150 basis points to determine the
present value of the projected account value of the policy at the end of the current guarantee period.
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15. Derivative Instruments and Fair Value of Financial Instruments (continued)

Deposit type funds, including pension deposit administration contracts, dividend accurnulations, and other funds left on
deposit not involving life contingencies, have interest guarantees of less than one year for which interest credited is closely
tied to rates earned on owned assets. For these liabilities, we assume fair value to be equal to the stated liability balances.

16. Income Taxes

Allocation of Income Taxes:
{$ in millions)

Income taxes (benefit) applicable to:
Current
Deferred

Continuing operations
Discontinued operations

Net income
Other comprehensive income (loss)

Comprehensive income (loss)

Years Ended December 31,

2007 2006 2005
$ 75 % 02 $ (8.4)
256 428 35.5
33.1 42.6 27.1
(1.5) 0.6 1.3
356 43,2 28.4
(23.6) 8.6 {(39.6)
$ 80 S 51,8 § (31.2)

In addition to the allocation of taxes above, the initial applicatioh of SFAS 158 resulted in an additional $1.1 miliion deferred
tax benefit being recorded directly to accumulated other comprehensnve income in 2006. See Notes 2 and 18 for additional

information regarding the adoption of SFAS 158,

Effective Income Tax Rate:
(% in millions)

Income tax expense at statutory rate of 35%

Dividend received deduction

Low income housing tax credit

Historic rehabilitation and other tax credits

Valuation allowance release

Realized losses (gains) on available-for-sale securities pledged as collateral
State income taxes (benefit)

Tax interest

Other, net

Income tax expense applicable to continuing operations

Effective income tax rates
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Years Ended December 31,

2007 2006 2005

$ 61 § 495 § 473
(6.3) (3.1) (7.8)
(4.1) (4.0) {4.0)
— (0.6) - (2.3)

(11.0) - —
(0.4) 03 (0.5)

0.9 0.2) 0.1
— — (5.3)
Q2.1 0.7 (0.4)

$ 331§ 426 S 27.1
20.6% 30.1% 20.1%




16. Income Taxes (continued)

Deferred Income Tax Balances Attributable to Temporary Differences: : As of December 31,

(% in millions) ‘ 2007 2006
Deferred income tax assets )

Future policyholder benefits . $ 3382 % 250.4
Unearned premiums / deferred revenues 104.1 103.3
Employee benefits 86.7 90.2
Intangible assets 13.8 16.9
Investments 42.0 396
Net operating and capital loss carryover benefits 89.2 74.7
Foreign tax credits carryover benefits 143 8.9
General business tax credits 29.8 16.4
Other 1.6 17.4
Valuation allowance (14.5) . (21.3)
Gross deferred income tax assets 715.2 636.5
Deferred tax liabilities

Deferred policy acquisition costs (527.1) (437.4)
Investments (76.6) (92.0)
Investment management contracts (65.4) (66.3)
Other (9.2) 3.7)
Gross deferred income tax liabilities (678.3) (599.4)
Deferred income tax assets 5 369 § 37.1

We have elected to file a consolidated federal income tax return for 2007 and prior years. Within the consolidated tax return,
we are required by repulations of the Internal Revenue Service, or IRS, to segregate the entities into two groups: life
insurance companies and non-life insurance companies. We are limited as to the amount of any operating losses from the
non-life group that can be offset against taxable income of the life group. These limitations may affect the amount of any
operating loss carryovers that we have now or in the future.

As of December 31, 2007, we had deferred tax assets of $54.4 million and $20.1 million related to net operating and capital
losses, respectively, for federal income tax purposes and $14.5 million for state net operating losses. The related federal net
operating losses of $155.4 million are scheduled to expire between the years 2019 and 2027. The federal capital losses of
$57.4 million are scheduled to expire in 2010 and 201 1. The state net operating losses relate to the non-life subgroup and are
scheduled to expire as follows: $58.0 million in 2012 through 2016 and $125.3 million in 2019 through 2026. Due to the
inability to combine the life insurance and non-life insurance subgroups for state income tax purposes, we established a $14.5
million and a $15.7 million valuation allowance at the end of 2007 and 2006, respectively, relative to the state deferred tax
assets.

As of December 31, 2007, we had deferred income tax assets of $14.3 million related to foreign tax credit carryovers, which
are expected to expire between the 2011 and 2016 tax years,

As of December 31, 2007, we had deferred income tax assets of $29.8 million related to general business tax credit
carryovers, which are expected to expire between the years 2022 and 2026.

We have determined, based on our eamings and future income, that it is more likely than not that the deferred income tax
assets after valuation allowance already recorded as of December 31, 2007 and 2006 will be realized. In determining the
adequacy of future income, we have considered projected future income, reversal of existing temporary differences and
available tax planning strategies that could be implemented, if necessary. During the year, management identified sources of
future taxable income that would allow for the realization of the entire foreign tax credit carryover. Accordingly, the
valuation allowance related to the Company’s foreign tax credit of 311.0 million was reversed.

Our federal income tax returns are routinely audited by the IRS, and estimated provisions are routinely provided in the
financial statements in anticipation of the results of these audits. Unfavorable resolution of any particular issue could result in
additional use of cash to pay liabilities that would be deemed owed to the IRS. Additionally, any unfavorable or favorable
resolution of any particular issue could result in an increase or decrease, respectively, to our effective income tax rate to the
extent that our estimates differ from the ultimate resolution. As of December 31, 2007, we had current taxes payable of $25.0
million,
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16. Income Taxes (continued)

We adopted the provisions of the Financial Accounting Standards Board, or FASB, Interpretation No. 48, Accounting for
Uncertainty in fncome Taxes, or FIN 48, on January 1, 2007. As a result of the implementation of FIN 48, we recognized an
increase in reserves for uncertain tax benefits through a curnulative effect adjustment of approximately $4.0 million, which
was accounted for as an increase to the January 1, 2007 balance of accumulated deficit. Including the cumulative effect
adjustment, we had approximately $23.9 million of total gross unrecognized tax benefits as of January 1, 2007.

Reconciliation of the Beginning and Ending Amount of Unrecognized Tax Benefits:

(% in millions}

Balance at January 1, 2007 3 23.9
Reductions for tax positions of prior years 4.9
Settlements with taxing authorities (.
Balance at December 31, 2007 $ 17.9

The amount of unrecognized tax benefits at December 31, 2007 that would, if recognized, impact the annual effective tax
rate upon recognition was $17.9 million.

Based upon the timing and status of our current examinations by taxing authorities, we do not believe that it is reasonably
possible that any changes to the balance of unrecognized tax benefits occurring within the next 12 months will result in a
significant change to the results of operations, financial condition or liquidity. In addition, we do not anticipate that there will
be additional payments made or refunds received within the next 12 months with respect to the years under audit. We do not
anticipate any increases to the unrecognized tax benefits that would have a significant impact on the financial position of the
Company.

Phoenix and its subsidiaries file consolidated, combined, unitary or separate incomie tax returns in the U.S. federal, various
state and foreign jurisdictions. We are no longer subject to income tax examinations by federal authorities for tax years prior
to 2004. Our consolidated U.S. federal income tax returns for 2004 and 2005 are currently being examined. We do not
believe that the examination will result in a material change in our financial position. State examinations are being conducted
by Connecticut for the years 1996 through 2005 and New York for the years 2003 through 2005. We do not believe that these
examinations will result in a material change to our financial position.

To the extent required under the relevant tax law, we recognize interest and penalties related to amounts accrued on uncertain
tax positions and amounts paid or refunded from federal and state income tax authorities in tax expense. The interest and
penalties recorded during the 12-month perieds ending December 31, 2006 and 2007 were not material. We did not require
an accrual for the payment of interest and penalties as of December 31, 2007. -
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17. Other Comprehensive Income

. Y Ended D
Sources of Other Comprehensive [ncome: cars Ended December 31,
(% in millions) 2007 2006 2005

Gross Net Gross Net | Gross Net

Unrealized losses on investments . £ (2388 3§ (326) $§ (183.0) § (43.9) $ (483.6) '.$ {174.2)
Net realized investment (gains) losses on
available-for-sale securities included in

net income (25.1) (26.2) 63.9 18.6 {15.1) (8.5)
Net unrealized investment losses (263.9) (58.8) (124.1) (25.3) (498.7) (182.7)
Pension liability adjustment (4.5) (2.8) 473 30.7 (19.0) (12.4)
Net unrealized foreign currency translation ‘ .

adjustment 1.4 0.9. (0.3) ©1n (6.4) .10
Other assets (GRS (2.5) — — — —
Net unrealized derivative instruments (1.1 (0.3) 9.6 8.6 82.2 §2.2
Other comprehensive gain (loss) (272.0) $ (63.5) (67.5) § 13.9 (441.9) $§ (117.0)
Applicable policyholder dividend obligation (121.5) {73.8) (194.8)
Applicable deferred policy acquisition ’

cost amortization (63.4) (16.2) (70.5)
Applicable deferred income tax expense (benefit} (23.6) 8.6 (59.6)
Offsets to other comprehensive income (208.5) (81.4) (324.9)
Other comprehensive gain (loss) T !63.5! $ 13.9 S !117.0!

. . ‘ . As of ,
Components of Accumulated Other Comprehensive Income: - s of December 31
(% in millions) 2007 2006
Gross Net Gross - Net

Unrealized gains (losses) on invest‘me.nts ) '$ (78.6) % 552y % 1853 % 36
Unrecognized loss and prior service costs (Note 18} (95.6) (62.00 [¢IN))] (59.2}
Unrealized foreign currency translation adjustment and other 0.5 0.2 0% 0.7}
Other assets 3.9 (2.5) — —
Unrealized losses on derivative instruments (34.3) (18.7) (33.2) (18.4)
Accumulated other comprehensive income (loss) (2119) § (138.2) 60.1 $°  (74.7)
Applicable policyholder dividend obligatioﬁ . 46.2 167.7
Applicable deferred policy acquisition costs i (63.7) (0.3)
Applicable deferred income tax benefit ' (56.2) 1 (32.6)
Offsets to accumulated other comprehensive income (73.7) 134.8
Accumulated other comprehensive loss h !138.2! $ !74.7!

18. Employee Benefit Plans and Employment Agreements
Pension and other postemployment benefits

We provide our employees with postemployment benefits that include retirement benefits, through pension and savings
plans, and other benefits, including health care and life insurance. The components of pension and postretirement benefit
costs follow: b : '

Components of Pension and Other Postemployment Benefit Cost: Years Ended December 31,
(8 in millions) 2007 2006 2005

Cost components
Pension benefit expense

$ 166 $ 244 S 203

Other postretirement benefit expense 3.7 4.6 35
Savings plans expense ‘ 58 48 44
Total pension and other postemployment benefit cost ] $ 261 3 338 § 28.2
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18. Employee Benefit Plans and Employment Agreements (continued)

Principal Rates and Assumptions: Years Ended December 31,
2007 2006 2005

Assumptions Used to Determine Benefit Obligations

Projected benefit obligation discount rate 6.0% 5.75% 5.5%
Future compensation increase rate Graded!!) Graded(® 4.0%
Pension plan assets long-term rate of return 8.5% 85% 8.5%
Deferred investment gain/loss amortization corridor 5.0% 5.0% 5.0%
Future health care cost increase rate, age 64 and younger 9.0% 9.5% 10.0%
Future health care cost increase rate, age 65 and older 10.75% 11.5% 12.25%

Assumptions Used to Determine Benefit Expense

Projected benefit obligation discount rate — Employee and Supplemental plan 6.0% 5.5% 5.75%
Projected benefit obligation discount rate — Postretirement plan 5.75% 5.5% 5.75%
Future compensation increase rate Graded™” 4.0% 4.0%
Pension plan assets long-term rate of return 8.5% T 8.5% 8.5%
Deferred investment gain/loss amortization corridor 5.0% 5.0% 5.0%
Future health care cost increase rate, age 64 and younger 9.5% 10.0% 8.5%
Future health care cost increase rate, age 65 and older 11.5% 12.25% 10.5%

() Salary scale by age which grades down from 8.5% to 2.5%.

Our investment policy and strategy employs a total return approach combining equities, fixed income, real estate and other
assets to maximize the long-term return of the plan assets for a prudent tevel of risk. Risk tolerance is determined based on
consideration of plan liabilities and plan-funded status. The investment portfolio contains a diversified blend of equity, fixed
income, real estate and alternative investments. The equity investments are diversified across domestic and foreign markets,
across market capitalizations {large, mid and small cap), as well as growth, value and blend. Derivative instruments are not
typically used for implementing asset allocation decisions and are never used in conjunction with leverage. Investment
performance is measured and monitored an an on-going basis through quarterly investment portfolic reviews, annual liability
measurement, and periodic presentations by asset managers included in the plan.

We use a building block approach in estimating the long-term rate of return for plan assets. Historical returns are determined
by asset class. The historical relationships between equities, fixed income and other asset classes are reviewed. We apply
long-term asset return estimates to the plan’s target asset allocation to determine the weighted-average long-term return. Our
long-term asset allocation was determined through modeling long-term returns and asset return volatilities. The allocation
reflecis proper diversification and was reviewed against other corporate pension plans for reasonability and appropriateness.

Employee Pension Plan Asset Allocation: . As of December 31,
2607 2006

Asset Category

Equity securities 65% 66%

Debt securities ’ 28% 28%

Real estate 4% 1%

Other 3% 3%

Total 100% 100%

We use a December 31 measurement date for our pension and postemployment benefits.
Initial application of SFAS 158

As discussed in Note 2, we adopted SFAS 158 as of December 31, 2006. SFAS 158 requires employers to recognize the
overfunded or underfunded status of a defined benefit postretirement plan as an asset or liability in its statement of financial
position and to recognize changes in that funded status through comprehensive income in the period in which the changes
occur. Additional minimum pension liabilities, or AML, and related intangible assets are derecognized upon adoption of the
new standard. The effect of adoption increased assets by $9.8 million, increased liabilities by $39.4 million and decreased
equity through accumulated other comprehensive income, or AOCI, by $29.6 million.
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18. Employee Benefit Plans and Employment Agreements {continued)

The following table shows the incremental effect of applying SFAS 158 on individual balance sheet items for the employee
pension plan, the supplemental plan and the postretirement plan:

(3 in millions} Year Ended December 31, 2006
Subtotal
Prior to After AML
AML and Before ) After
SFAS 158 AML SFAS 158 SFAS 158 SFAS 158
Adjustment Adjustment Adjustment Adjustment Adjustment

Accrued liability b (254.5) § 482 § (206.3) $ (394) $ (245.7)
Intangible asset 7.0 (0.9) 6.1 (6.1) —
Deferred tax asset 325 (16.6) 15.9 15.9 318
Accumulated other comprehensive income 60.3 {30.7) 29.6 29.6 59.2

The following table summarizes the effect of the required changes in the AML prior to the adoption of SFAS 158 and the
effect of applying SFAS 158 on certain line items for the change in other comprebensive income, or OCI, and AOCI:

D .
(8 in millions) e?{;,gll}os Year Ended December 31, 2006
Ending Change in SFAS 158 AOCI
Balance OCI Adjustment Balance
Minimum pension liability, net of taxes $ 603 § 307 % (29.6) § —
Unrecognized loss and prior service cost, net of taxes — —_— 59.2 39.2

Pension plans

We have two defined benefit pension plans covering our employees. The employee pension plan, covering substantially all of
our employees, provides benefits up to the amount allowed under the Internal Revenue Code. The supplemental plan
provides benefits in excess of the primary plan. Retirement benefits under both plans are a function of years of service and
compensation. '

Years Ended December 31,

Components of Pension Benefit Expense:

(8 in miltions) 2007 2006 2005
Service cost ’ $ 114 8 133 § 11.9
Interest cost 38.4 352 339
Plan assets expected return (40.5) (34.9) (33.0)
Net loss amortization 6.4 9.9 6.6
Prior service cost amortization : 0.9 0.9 0.9
Pension benefit cost b 166 § 244 8 20.3

The employee pension plan is funded with assets held in a trust. The assets within the plan include corporate and government
debt securities, equity securities, real estate and venture capital partnerships. The supplementat plan is unfunded. Upon a
change in control (as defined in the plan) of The Phoenix Companies, Inc., we are required to make an irrevocable
contribution to a trust to fund the benefits payable under the supplemental plan.
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18. Employee Benefit Plans and Employment Agreements (continued)

Years Ended December 31,

Changes in Plan Assets and Benefit Obligations:

(8 in millions) . 2007 2006 2007 2006
Employee Plan ] Supplemental Plan
Plans’ Assets . o .
Plan assets’ actual gain . $ 273 % 63.1 § — § —
Employer contributions 20.0 239 6.2 5.9
Participant benefit payments (29.0) (26.7) (6.2) (5.9)
Change in plan assets : : ) 18.3 60.3 — —
Plan assets, beginning of year 482.9 4226 — —
Plans’ assets, end of year . 3 501.2 % 4829 % — § —

Plans’ Projected Benefit Obligation : \
Service and interest cost accryal $ (39.6) $ (38.7) % {103y % (5.8)

Actuarial gain (loss) R 6.7 o121 (10.0) 1.9
Participant benefit payments ' : 29.0 26.7 6.2 3.9
Change in projected benefit obligation . (3.9) 0.1 (14.1) 2.0)
Projected benefit obligation, beginning of year (522.9} (523.0) (126.6) (124.6)
Projected benefit obligation, end of year ' $ (526.8) $§ (522.9) $§ (140.7) $ (126.6)
Plan assets less than projected benefit obligations, end of year $ (25.6) 3 (40.0) $§ (140.7) § (126.6)
Accumulated benefit obligation $ 492.6 % 494.2 % 1223 $- . 111.6

Years Ended December 31,

Amounts Recognized in Consolidated Balance Sheet: 2007 2006 2007 2006
(8 in millions) Employee Plan i Supplemental Plan
Other liabilities . © 8§ (25.6) 3 {40.0) " § (140.7)y § (126.6)

Years Ended December 31,

Amounts recognized in accumulated other comprehensive 2007 2006 2007 " 3006

loss consist of:

(§ in millions) _ Employee Plan Supplemental Plan

Prior service (credit) cost b 52 % 61 § 25 % (2.4
Net gain 383 324 63.7 59.3
Total 5 435 § 385 8§ 612 § 56.9

Amounts in AOCI loss that are expected to be recognized as components Employee  Supplemental

of net periodic cost (credit) during the next fiscal year are as follows: Plan Plan

(8 in millions)} SR :

Prior service costs 3 09 § C—
Net loss . 1.1 5.1
Total 5 20 § 5.1

We do not expect any required contributions in 2008. We made payments totaling $20.0 million and $23.9 million to the
pension plan during 2007 and 2006, respectively.
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18. Employee Benefit Plans and Employment Agreements (continued)

Other postemployment benefits

Components of Postretirement Benefit Cost:
(8 in millions)

Service cost

Interest cost

Net gain amortization

Prior service cost amortization

Other postretirement benefit cost

Changes in Plan Projected Benefit Obligation:
(8 in millions)

Service and interest cost accrued

Actuarial gain (loss)

Participant benefit payments

Change in projected benefit obligation
Projected benefit obligations, beginning of year

Projected benefit obligations, end of year

Amounts Recognized in Consolidated Balance Sheet:

($ in millions)
Other liabilities

Amounts Recognized in Accumulated Other Comprehensive Loss consist of:

(3 in millions)

Prior service credit
Net gain
Total

Years Ended December 31,

2007 2006 2005

$ 1.7 $ 19 % 1.3
38 43 3.9
0.2) — (0.1)
(1.6) {1.6) (1.6)
$ 37§ 46 § 3.5

Years Ended December 31,

2007 2006
3 55 % (6.2)
6.5 (6.6)
7.1 6.2
8.1 (6.6)
{79.0) (72.4)
$ (70.9) % (79.0)
As of December 31,
2007 2006
$ (70.9) % (79.0)
As of
December 31,
2007
M (3.2)
{5.9)
s 01

Amounts in AOCI loss that are expected to be recognized as components of net periodic postretirement credits for the next

fiscal year are $1.6 million,

The health care cost trend rate has a significant effect on the amounts reported. For example, increasing the assumed health
care cost trend rates by one percentage point in each year would increase the accumulated postretirement benefit obligation
by $0.2 million with no change to the annual service and interest costs, Decreasing the assumed health care cost trend rates
by one percentage point in each year would decrease the accumulated postretirement benefit obligation by $0.2 million with

no change to the annual service and interest costs,

10-Year Benefit Payout Projection:
($ in millions)

2008

2009

2010

2011

2012

2013 t0 2017

Employee Supplemental Other
Plan Plan Postretirement Total

$ 207 % 6.1 $ 6.9 3 427
30.2 6.3 6.9 434

30.8 6.5 6.8 44.1

31.3 6.7 6.7 44.7

321 7.0 6.4 45.5

183.3 45.0 28.1 256.4
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18. Employee Benefit Plans and Employment Agrecments (continued)
Savings plans

During 2007, 2006 and 2005, we incurred costs of $5.8 million, $4.8 million and $4.4 million, respectively, for contributions
to our employer-sponsored savings plans.

During 2005, we contributed 204,844 treasury shares to fund the employer match for our saving and investment benefit
plans. These shares had a cost basis of $3.3 million (weighted-average cost of $15.87 per share) and an aggregate market
value of $2.5 million. We did not contribute any treasury shares during 2007 and 2006. .

Employmenr agreements and restructuring expense

We have entered into agreements with certain key executives of the Company that will, in certain circumstances, provide
separation benefits upon the termination of the executive’s employment by the Company for reasons other than death,
disability, cause or retirement, or by the executive for “good reason,” as defined in the agreements. For most of these
executives, the agreements provide this protection only if the termination occurs following (or is effectively connected with)
the occurrence of a change of control, as defined in the agreements. Upon a change in control, as defined, we are required to
make an irrevocable contribution to a trust as soon as possible following such change in control in an amount equal to pay
such benefits payable under such agreements.

We recorded restructuring expenses of $14.3 million ($9.1 million afier income taxes) and $19.5 million ($12.4 million after
income taxes) in 2006 and 2003, respectively, primarily in connection with organizational and employment-related costs,

19, Share-Based Payment
On January 1, 2006 the Company adopted SFAS 123(R) using the medified prospective method.

We provide share-based compensation to certain of our employees and non-employee directors, as further described below.
The compensation cost that has been charged against income for these plans is summarized in the following table:

Share-based Compensation Plans: Years Ended December 31,

(3 in millions) 2007 2006 2003
Compensation cost charged to income $ 11.3 § 62 § 9.5
Income tax benefit - ) b 46 § 22 § 3.3

We did not capitalize any cost of stock-based compensation during the three years ended December 31, 2007.
Stock options

Each opticn, once vested, entittes the holder to purchase one share of our common stock. The employees’ options vest over a
three-year period while the directors’ options vest immediately. Once vested, options become exercisable. For stock options
awarded, we recognize expense over the vesting period equal to their fair value at issuance. We calculate the fair value of
options using the Black-Scholes option valuation model. The Stock Incentive Plan authorizes the issuance to officers and
employees of up to that number of options equal to 5% of the total number of common stock shares outstanding immediately
after the initial public offering in June 2001, or approximately 5,250,000 shares, plus an additional 1%, or approximately
1,050,000 shares, for PXP officers and employees, less the number of share options issuable under the Directors’ Stock Plan.
The Directors’ Stock Plan authorizes the issuance to non-employee directors of up to that number of options equal to 0.5%,
or approximately 525,000 shares, of the total number of common stock shares outstanding immediately after the initial public
offering in June 2001, plus 500,000 shares, bringing the total to approximately 1,025,000 shares.
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19. Share-Based Payment (continued)

Key Assumptions Used in Option Valuation: Years Ended December 31,

2007 2006 2005
Expected term 9.8 years 10 years 10 years
Weighted-average expected volatility 29.2% 24.7% 335%
Weighted-average interest rate 4.6% 4.6% 4.1%
Weighted-average common share dividend yield 1.1% 1.1% 1.4%

Stock Option Activity at Year Ended December 31,

Weighted-Average Exercise Price: 2007
Common
Shares - Price

Outstanding, beginning of year 4,522,618 § 14.85
Granted 511,500 14.05
Exercised (195,303) 10.20
Forfeited (76,366) 13.93
Canceled/expired (674,963) 16.06
Outstanding, end of year 4,087,486 14.79

The aggregate intrinsic value of options cutstanding at December 31, 2007 was $2.5 million.

As of December 31, 2007, 3,215,549 options were vested and exercisable, with an aggregate intrinsic value of $2.1 million.
These options had a weighted-average exercise price of $15.04 and a weighted-average remaining contractual term of 5.1
years.

Weighted-Average

Years Ended December 31,

Fair Value: 2007 2006 » 2005
Common Grant Date Common Grant Date Common Grant Date
Shares Fair Value Shares Fair Value Shares Fair Value
Options granted 51,500 % 5.78 461,100 § 581 462,457 3 5.24

Option Values:

Intrinsic value of options exercised

Years Ended December 31,

2007 2006 2008

0.6 0.6 0.1

Cash received from option exercises for the years ended December 31, 2007, 2006 and 2005 was $1.8 million, $1.7 million
and $0.3 million, respectively. We issue new shares to satisfy option exercises.

As of December 31, 2007, there was $3.2 million of total unrecognized compensation cost retated to non-vested stock
options granted by us. That cost is expected to be recognized over a weighted-average period of 1.3 years,

Restricted stock units and restricted stock
We have restricted stock unit (RSU) plans under which we grant RSUs to employees and non-employee directors. Each RSU,

once vested, entitles the holder to one share of our common stock when the restriction expires, We recognize compensation
expense over the vesting period of the RSUs, which is generally three years for each award.
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19. Share-Based Payment (continued)

. Year Ended

Total RSU Activity at Weighted-Average Grant Price: December 31, 2007

‘ RSUs Fair Value
Outstanding, beginning of year 1,432,454 § 10.73
Awarded 969,769 13.40
Converted to common shares/applied to taxes (712,617 11.58
Canceled ' (25,585) 14.55
Outstanding, end of year 1,664,021 11.86

Generally, the shares underlying these awards will be issued upon vesting unless the participant elects to defer receipt.
Deferred awards will be issued on each employee’s and each director’s respective termination or retirement. We issue new
shares to satisfy RSU conversions.

Weighted-Average Years Ended December 31,
Fair Value; ) 2007 2006 2005

Grant Date Grant Date Grant Date '

RSUs Fair Value RSUs Fair Value RSUs Fair Value
RSUs awarded 969,769 § 13.40 851,021 § 14.41 229408 8 12.00
RSU Values: : : Years Ended December 31,
2007 2006 2005

Intrinsic value of RSUs converted * 10.0 171 —
Total grant date fair value of RSUs vested 5.1 8.7 2.9

As of December 31, 2007, there was $5.6 million of total unrecognized compensation cost related to non-vested RSUs
granted by us. That cost is expected to be recognized over a weighted-average period of 1.8 years.

{n addition to the RSU activity above, 3.5 million RSUs are subject to future issuance based on the achievement of
performance criteria established under certain of our incentive plans. The performance contingencies for these RSUs will be
resolved no later than December 31, 2009.

20. Earnings Per Share
Years Ended December 31,

Shares Used in Calculation of Earnings Per Share:

{shares in thousands} 2007 2006 2005
Weighted-average common shares outstanding -t 114,091 110,932 95,045
Weighted-average effect of dilutive potential common sharés: ’
Restricted stock units 1,751 2,082 2,200
Employee stock options 147 167 151
Equity units ‘ — e 5,042
Dilutive potential common shares 1,898 2,249 7,393 !
Weighted-average common shares outstanding, including ' ‘ i
dilutive potential common shares 115,989 113,181 102,438

21. Discontinued Operations

During 2007, we sold 100% of the stock held by us in Emprendimiento Compartido S.A., or EMCO, an Argentine wholly-
owned subsidiary. We realized an after-tax loss of $4.8 million on this sale. The net after-tax income (loss) included in
discontinued operations for the years ended December 31, 2007, 2006 and 2005 was $(3.5) million, $1.1 million and $1.1
million, respectively.
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21. Discontinued Operations (continued)

During 2004, we sold 100% of the common stock held by us in Phoenix National Trust Company. The financial statement |
effect of this transaction is not material to our consolidated financial statements. The net after-tax income (loss) included in
discontinued operations for the years ended 2007, 2006 and 2005 was $0.0 million, $0.0 million and $(0.7) million,
respectively.

During 1999, we discontinued our reinsurance operations as further described in Note 24.

We have excluded assets and liabilities of the discontinued operations from the assets and liabilities of continuing operations
and on a net basis included them in other assets in our consolidated balance sheet.

22. Phoenix Life Statutory Financial Information and Regulatory Matters

Our insurance subsidiaries are required to file, with state regulatory authorities, annual statements prepared on an accounting
basis prescribed or permitted by such authorities.

As of December 31, 2007, statutory surplus differs from equity reported in accordance with GAAP for life insurance
companies primarily as follows;

e policy acquisition costs are expensed when incurred;
s investment reserves are based on different assumptions;
¢ surplus notes are included in surplus rather than debt;

¢ postretirement benefit expense allocated to Phoenix Life relate only to vested participants and expense is based on
different assumptions and reflect a different method of adoption;

s life insurance reserves are based on different assumptions; and X )
¢ net deferred income tax assets in excess of 10% of previously filed statutory capital and surplus are not recorded.

Statutory Financial Data for Phoenix Life: As of or for the
(8 in millions) Years Ended December 31,
- 2007 2006 2005

Statutory capital, surplus, and surplus notes : $ 848.1 $ 9325 § 873.2
Asset valuation reserve, or AVR . 192.6 187.8 210.8
Statutory capital, surplus, surplus notes and AVR 3 1,040.7 $ 1,120.3 3 1,084.0
Statutory gain from operations $ 115.2 3 1316 § 106.2
Statutory net income 3 800 § 162.0 § 61.0

New York Insurance Law requires that New York life insurers report their risk-based capital. Risk-based capital is based on a
formula calculated by applying factors to various assets, premium and statutory reserve items. The formula takes into
account the risk characteristics of the insurer, including asset risk, insurance risk, interest rate risk and business risk. New
York Insurance Law gives the New York Superintendent of Insurance explicit regulatory authority to require various actions
by, or take various actions against, insurers whose total adjusted capital does not exceed certain risk-based capital levels.
Each of the U.S, insurance subsidiaries of Phoenix Life is also subject to these same risk-based capital requirements. Phoenix
Life and each of its insurance subsidiaries’ risk-based capital was in excess of 300% of Company Action Level (the level
where a life insurance enterprise must submit a comprehensive plan to state insurance regulators) as of December 31, 2007
and 2006. . ' '

Under New York Insurance Law, Phoenix Life can pay steckholder dividends to us in any calendar year without prior
approval from the New York State Insurance Department in the amount of the lesser of 10% of Phoenix Life’s surplus to
policyholders as of the immediately preceding calendar year or Phoenix Life’s statutory net gain from operations for the
immediately preceding calendar year, not including realized capital gains. Phoenix Life paid dividends of $92.2 million in
2007 and is able to pay $83.8 million in dividends in 2008 without prior approval from the New York State Insurance
Department. Any dividend payments in excess of $83.8 million in 2008 would be subject to the discretion of the New York
Superintendent of Insurance.
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23. Premises and Equipment

Cost and Carrying Value of Premises and Equipmént: As of December 31,
(8 in millions) ) 2007 2006

Cost Carrying Value Cost Carrying Value

Real estate 5 106.8 b 36.1 $ 105.5 $ 370
Equipment 227.5 49.6 2136 41.2
Leasehold improvements ‘ 6.9 1.9 8.6 37
Premises and equipment cost and carrying value 341.2 $ 87.6 327.7 $ 81.9
Accumulated depreciation and amortization (253.6) {245.8)

Premises and equipment $ 87.6 $ 81.9

Depreciation and amortization expense for premises and equipment for 2007, 2006 and 2005 totaled $13.9 million, $13.2
million and $!0.9 million, respectively.

Rental expenses for operating leases for continuing operations, principally with respect to buildings, amounted to $8.9
million, $12.8 million and $7.1 million in 2007, 2006 and 2005, respectively. Future minimum rental payments under
non-cancelable operating leases for continuing operations were $24.7 million as of December 31, 2007, payable as follows:
in 2008, $9.8 million; in 2009, $4.8 million; in 2010, $3.8 million; in 2011, $1.8 million; in 2012, $1.0 million and thereafter,
$3.5 million.

24. Contingent Liabilities
Litigation and Arbitration

We are regularly involved in litigation and arbitration, both as a defendant and as a plaintiff. The litigation and arbitration
naming us as a defendant ordinarily involves our activities as an insurer, employer, investor, investment advisor or taxpayer.
It is not feasible to predict or determine the ultimate outcome of all legal or arbitration proceedings or to provide reasonable
ranges of potential losses. We believe that the outcomes of our titigation and arbitration matters are not likely, either
individually or in the aggregate, to have a material adverse effect on our conselidated financial condition. However, given the
large or indeterminate amounts sought in certain of these matters and the inherent unpredictability of litigation and
arbitration, it is possible that an adverse outcome in certain matters could, from time to time, have a material adverse effect
on our results of operations or cash flows in particular quarterly or annual periods.

Regulatory Matters

State regulatory bodies, the Securities and Exchange Commission, or SEC, the National Association of Securities Dealers,
Inc., or NASD, and other regulatory bodies regularly make inquiries of us and, from time to time, conduct examinations or
investigations concerning our compliance with, among other things, insurance laws, securities.laws, and laws governing the
activities of broker-dealers. We endeavor to respond to such inquiries in an appropriate way and to take corrective action if
warranted. .

For example, in October 2007, the New York State Insurance Department commenced the on-site portion of its routine
quinquennial financial and market conduct exam of Phoenix Life and its New York domiciled life insurance subsidiary for
the five year period ending December 31, 2007.

In addition, federal and state regulatory authorities from time to time¢ make inquiries and conduct examinations regarding
compliance by Phoenix Life and its subsidiaries with securities and other laws and regulations affecting their registered
products. We endeavor to respond to such inquiries in an appropriate way and to take corrective action if warranted. There
has been a significant increase in federal and state regulatory activity relating to financial services companies, with a number
of recent regulatory inquiries focusing on late-trading, market timing and valuation issues. Qur products entitle us to impose
restrictions on transfers between separate account sub-accounts associated with our variable products.
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24. Contingent Liabilities (continued}

In 2005, the Boston District Office of the SEC completed a compliance examination of certain of the Company’s affiliates
that are registered under the Investment Company Act of 1940 or the Investment Advisers Act of 1940. Following the
examination, the staff of the Boston District Office issued a deficiency letter primarily focused on perceived weaknesses in
procedures for monitoring trading to prevent market timing activity. The staff requested the Company to conduct an analysis
as to whether shareholders, policyholders and contract holders who invested in the funds that may have been affected by
undetected market timing activity had suffered harm and to advise the staff whether the Company believes reimbursement is
necessary or appropriate under the circumstances. A third party was retained to assist the Company in preparing the analysis.
Based on this analysis, the Company advised the SEC that it does not believe that reimbursement is appropriate.

Over the past several years, a number of companies have announced settlements of enforcement actions with various
regulatory agencies, primarily the SEC and the New York Attorney General’s Office. While no such action has been initiated
against us, it is possible that one or more regulatory agencies may pursue this type of action against us in the future.

Financial services companies have also been the subject of broad industry inquiries by state regulators and attorneys’general
which do not appear to be company-specific. In May 2005, we received a subpoena from the Connecticut Attomey General’s
office and an inquiry from the Connecticut insurance Department requesting information regarding finite reinsurance. We
cooperated fully and have had no further inquiry since responding. '

These types of regulatory actions may be difficult to assess or quantify, may seek recovery of indeterminate amounts,
including punitive and treble damages, and the nature and magnitude of their outcomes may remain unknown for substantial
periods of time. While it is not feasible to predict or determine the ultimate outcome of all pending inquiries, investigations,
legal proceedings and other regulatory actions, or to provide reasonable ranges of potential losses, we believe that their
outcomes are not likely, either individually or in the agpregate, to have a material adverse effect on our consolidated
financial condition. However, given the large or indeterminate amounts sought in certain of these actions and the inherent
unpredictability of regulatory matters, it is possible that an adverse outcome in certain matters could, from time to time, have
a material adverse effect on our results of operation or cash flows in particular quarterly or annual periods.

' H

Discontinued Reinsurance Operations

In 1999, we discontinued our reinsurance operations through a combination of sale, reinsurance and placement of certain
retained group accident and health reinsurance business into run-off. We adopted a formal plan to stop writing new contracts
covering these risks and to end the existing contracts as soon as those contracts would permit. However, we remain liable for
claims under contracts which have not been commuted.

For example, we participate in a workers’ compensation reinsurance pool formerly managed by Unicover Managers, Inc., or
Unicover. The pool ceased accepting new risks in early 1999. Further, we were a retrocessionaire (meaning a reinsurer of
other reinsurers) of the Unicover pool. We have been involved in disputes relating to the activities of Unicover. These
disputes have been substantially resolved or settled.

Our discontinued group accident and health reinsurance operations also include other (non-Unicover) workers’ compensation
reinsurance contracts and personal accident reinsurance contracts, including contracts assumed in the London market. We are
engaged in arbitrations, disputes or investigations with several ceding companies over the validity of, or amount of hablhnes
assumed under, their contracts. These arbitrations, disputes and investigations are in various stages.

We bought retrocessional reinsurance for a significant portion of our assumed reinsurance liabilities. Some of the \
retrocessionaires have disputed the validity of, or amount of liabilities assumed under, their contracts with us. Most of these i
disputes with retrocessionaires have been resolved or settled. The remaining arbitrations and disputes are at various stages. |

We have established reserves for claims and related expenses that we expect to pay on our discontinued group accident and
health reinsurance business. These reserves are based on currently known facts and estimates about, among other things, the
amount of insured losses and expenses that we believe we will pay, the period over which they will be paid, the amount of
reinsurance we believe we will collect from our retrocessionaires and the likely legal and administrative costs of winding
down the business.
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24. Contingent Liabilities (continued)

We expect our reserves and reinsurance to cover the run-off of the business; however, unfavorable or favorable claims and/or
reinsurance recovery experience is reasonably possible and could result in cur recognition of additional losses or gains,
respectively, in future years. Given the uncertainty associated with litigation and other dispute resolution proceedings, as well
as the lack of sufficient claims information, the range of any reasonably possible additional future losses or gains is not
currently estimable. However, it is our opinion, based on current information and after consideration of the provisions made
in these financial statements, that any future adverse or favorable development of recorded reserves and/or reinsurance
recoverables will not have a material adverse effect on our consolidated financial position. Nevertheless, it is possible that
tuture developments could have a material adverse effect on our consolidated results of operations or cash flows in particular
quarterly or annual periods.

25, Other Commitments

During 2004, we entered into a seven-year information technology infrastructure services agreement with Electronic Data
Systems, or EDS, under which we expect to make aggregate remaining payments of approximately $66.0 miilion.

During the normal course of business, the Company enters into agreements to fund venture capital partnerships and to
purchase private placement investments. As of December 31, 2007, the Company had committed $164.4 million under such
investments, of which $62.6 million is expected to be disbursed by December 31, 2008.

In connection with the sale of certain venture capital partnerships, Phoenix Life has issued a guarantee with respect to the

outstanding unfunded commitments related to the partnerships that were sold. We believe the likelihood that we will have to
perform under this guarantee is remote. The unfunded commitments were $13.3 miilion at December 31, 2007.

26. Condensed Financial Information of The Phoenix Companies, Inc.

A summary of The Phoenix Companies, Inc. (parent company only) financial information follows:

Parent Company Financial Position: As of December 31,

(8 in millions) 2007 2006
Assets '

Available-for-sale debt securities, at fair value $ 453 %, 147.0
Cash and cash equivalents 172.3 v 800
Investment in Phoenix Life 1,777.7 1,785.4
Investment in PXP 613.5 2535
Investments in other subsidiaries 154 12.3
Loans to PXP — 325.0
Advances to subsidiaries 167.4 172.7
Deferred income taxes 1335 1054
Other assets 137.7 1373
Total assets $ 30628 § 3,018.6
Liabilities and Stockholders’ Equity

Indebtedness (Note 11) $ 4537 % 454.2
Accrued pension and postemployment benefits (Note 18) 237.8 2457
Other liabilities 814 82.6
Total liabilities 7729 782.5
Total stockholders’ equity 2,289.9 2,236.1
Total liabilities and stockholders’ equity b 30628 § 3,018.6
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26. Condensed Financial Information of The Phoenix Companies, Inc. (continued)

Parent Company Results of Operations:
(% in millions)

Revenues

Dividends received from subsidiary, Phoenix Life
Investment income, principally from subsidiary, PXP

Net realized investment gains (losses)
Total revenues

Interest expense
Other operating expenses

Total expenses

Income before income taxes and e.quity in undistributed losses of subsidiaries

Income tax benefit

Income before equity in undistributed earnings of subsidiaries
Equity in undistributed earnings of subsidiaries

Net income

Parent Company Cash Flows:
(3 in millions)

Operating Activities
Cash dividends received from subsidiary
Investment income received

Interest, income taxes and other expenses paid, net

Cash from operating activities
Debt security sales (purchases), net

Advances to subsidiaries and capital contributed to subsidiaries

Purchase of subsidiaries
Cash from (for) investing activities

Common stock issuance
Commoen stock dividend paid

Cash (for) from financing activities

Change in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

27. Additiona) Operating Cash Flow Information

Operating Cash Flows on Indirect Basis:
(8 in millions)

OPERATING ACTIVITIES

Income from continuing operations

Net realized investment gains (losses)
Proceeds from sale of trading securities
Amortization and depreciation
Investment (gains) loss

Deferred income tax expense

Decrease (increase) in receivables
Deferred policy acquisition costs increase
Increase in policy liabilities and accruals
Other assets and other liabilities net change

Cash from continuing operations
Discontinued operations, net

Cash from operating activities
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Years Ended December 31,

2007 2006 2005
922 § 875 % 351
39.0 40.5 25.8.

22 1.4 (5.5)
133.4 129.4 55.4
31.7 31.3 299
18.6 20.6 225
50.3 51.9 524
831 775 30
14.3 3.8 13.3
974 81.3 16.8
26.5 18.6 91.6
1239 § 999 § 108.4
Years Ended December 31,

2007 2006 2005
922 % 875 % 35.1
10.1 13.2 8.8

(21.9) (17.4) (17.9)
80.4 83.3 26.0
100.4 (150.9) —
(64.0) (49.8) (19.3)
(13.4) — 3.9
23.0 (200.7) (22.3)
7.3 165.6 0.4
(18.4) (18.1) (15.2)
(11.1) 147.5 (14.8)
92.3 30.1 (1L1)
80.0 49.9 61.0
1723 § 800 § 49,9

Years Ended December 31,

2007 2006 2005
1274 $ 988 § 107.9
6.8 (76.5) (34.2)
— — 129.7
43.8 75.9 52.9
(71.5) (52.4) 12.3
269 435 36.0
17.6 (21.8) (24.0)
(265.1) (180.4) (55.6)
408.6 339.8 3475
(2.2) (4.6) (133.0)
2923 2223 4395
(12.1) 21.6 44
2802 § 2439 § 443.9




28. Subsequent Events

Spin-Off of Asset Management Business

. .
On February 7, 2008, we announced our intention to spin off our asset management subsidiary, PXP, by way of a dividend of
PXP’s stock to the Company’s shareholders. The spin-off is intended to be tax free to the Company’s shareholders and the
spin-off and related transactions are expected to be completed in the third quarter of 2008.

Identified Intangible Assets

In February 2008, we received notice of termination of management contracts by an institutional client of one of our asset
management subsidiaries. As a result of the termination and other factors, we will conduct a recoverability analysis of the
related identified intangible assets during the first quarter, the outcome of which will depend on developments in the
business. The carrying amount of the identified intangible assets as of January 31, 2008 was $30.1 million. The weighted-
average remaining amortization period of the intangible assets was 3.2 years. The annual investment management fees
associated with the terminated contracts totaled $1.9 million, or approximately 17% of the total investment managcmem fees
related to the $30.1 million of identified intangible assets.

29. Supplemental Unaudited Financial Information

. ‘ . . Quarter Ended
Summarized Selected Quarterly Financial Data:
(3 in millions, except per share amounts) Mar 31, June 30, Sept 30, Dec 31,
2007
Revenues -3 663.1 3 6270 § 6440 % 638.7
Income from continuing operations § 498 § 328 § 356 % 9.2
Net income $ 506 § 332 % 356 % 45
Earnings per share: )
Basic $ 044 § 029 § 031 % 0.04
Diiuted $ 044 % 029 § 031 3% 0.04
rter Ended
Summarized Selected Quarterly Financial Data; Quarter Ende
($ in millions, except per share amounts) Mar 31, June 30, Sept 30, Dec 31,
2006 .
Revenues $ 639.6 $ 6294 % 6371 $ 675.4
Income (loss) from continuing operations $ 1.7 % 192 % 340 3% 439
Net income (loss) b 1.7 8 196 § 343 § 443
Eamings (loss) per share:
Basic $ 002 § 017 % 030 3 0.39
Diluted $ 002 § 017 % 030 % 0.38
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Inc, Current Report on Form 8-K filed November 9, 2007)

Restricted Stock Units Agreement dated as of January 25, 2003, between The Phoenix Companies, Inc. and Dona
D. Young (incorporated herein by reference to Exhibit 10.1 to The Phoenix Companies, Inc. Quarterly Report on
Form 10-Q filed August 14, 2003)

Offer Letter dated February 9, 2004 by The Phoenix Companies, Inc. to Philip K. Polkinghom (incorporated herein
by reference to Exhibit 10.50 to The Phoenix Companies, Inc. Annual Report on Form 10-K filed March 22, 2004)

Discussion of compensation of George R. Aylward (incorporated herein by reference to The Phoenix Companies,
Inc. Current Report on Form 8-K filed November 9, 2006)

Discussion of compensation of Peter A. Hofmann (incorporated herein by reference to The Phoenix Companies,
Inc. Current Report on Form 8-K filed November 14, 2007)

Discussion of compensation of David R. Pellerin {incorporated herein by reference to The Phoentx Companies, Inc.
Current Report on Form 8-K filed November 14, 2007)

Table of Board Compensation for the Directors of The Phoenix Companies, Inc. as adopted on October 29, 2007,
effective January 1, 2008 (incorporated herein by reference to Exhibit 10.39 to The Phoenix Companies, Inc.
Quarterly Report on Form 10-Q filed November 1, 2007)

Stockholder Rights Agreement dated as of June 19, 2001 (incorporated herein by reference to Exhibit 10.24 to The
Phoenix Companies, Inc. Registration Statement on Form S-1 (Registration No. 333-73896), filed November 21,
2001, as amended)

Technology Services Agreement effective as of July 29, 2004 by and among Phoenix Life Insurance Company,
Electronic Data Systems Corporation and EDS Information Services, L.L.C. {incorporated herein by reference to
Exhibit 10.49 to The Phoenix Companies, Inc. Quarterly Report on Form 10-() dated August 9, 2004)

Fiscal Agency Agreement dated as of December 15, 2004 between Phoenix Life Insurance Company and The Bank

of New York (incorporated herein by reference to Exhibit 10.38 to The Phoenix Companies, Inc. Annual Report on
Form 10-K filed March 11, 2005)

Credit Agreement dated as of June 6, 2006 among The Phoenix Companies, Inc., Phoenix Life Insurance Company
and Phoenix Investment Partners, Ltd, as Borrowers; Wachovia Bank, National Association, as Administrative
Agent; The Bank of New York, as Syndication Agent; Harris Nesbitt Financing, Inc., JPMorgan Chase Bank, N.A.
and PNC Bank, National Association, as Documentation Agents; and the other Lenders party thereto (incorporated
herein by reference to Exhibit 10.1 to The Phoenix Companies, Inc. Current Report on Form 8-K filed June 12,
2006)

Ratio of Earnings to Fixed Charges*
Subsidiaries of The Phoenix Companies, Inc. *
Consent of PricewaterhouseCoopers LLP*

Power of Attorney*
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31.1 Certification of Dona D. Young, Chief Executive Officer, pursuant to Section 302 of the Sarbanes- Oxley Actof
2002+

31.2 Cenification of Peter A, Hofmann, Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of
2002* .

32 Certification by Dona D. Young, Chief Executive Officer and Peter A. Hofmann, Chief Financial Officer, pursuant
to Section 906 of the Sarbanes-Oxley Act of 2002*

*  Filed herewith

We will furnish any exhibit upon the payment of a reasonable fee, which fee shall be limited to our reasonable
expenses in furnishing such exhibit. Requests for copies should be directed to: Corporate Secretary, The Phoemx
Companies, Inc., One American Row, P.O. Box 5056, Hartford, Connecticut 06102-5056.
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BOARD OF DIRECTORS

Sal H. Alfiero
Former Chairman and CEO
Protective Industries, LLC

Martin N. Baily
Senior Fellow
Brookings Institution

Jean S. Blackwell, Esq.
Executive Vice President and
Chief Financia! Officer
Cummins Inc.

Peter C. Browning

Farmer Dean, The McColl
Graduate School of Business
Queens University of Charlotte

Arthur P. Byrne
Cperating Partner
JW Childs Associates

Sanferd Cloud Jr, Esq.
Chairman and CEQ
The Cloud Company, LLC

Gordon J. Davis, Esq.
Partner
Dewey and LeBoeuf, LLP

EXECUTIVE MANAGEMENT'

John H. Forsgren Jr.

Former Vice Chairman,

Executive Vice President and CFO
Northeast Utilities

Ann Maynard Gray

Former President
Diversified Publishing Group
of Capital Cities/ABC, Inc.

John E. Haire
Principal Owner
Haire Media Advisory

Jerry J. Jasinowski

Former President

National Association of
Manufacturers

Thomas S. Johnsen

Retired Chairman and CEQ
GreenPoint Financial Corporation
Dona D. Young

Chairman, President and CEC
The Phoenix Companies, Inc.

Donha D. Young
Chairman, President and CEQ

George R. Aylward, CPA
Senior Executive Vice President
and President

Asset Management

Edward W. Cassidy
Executive Vice President
Distribution and Operations
Life and Annuity

John K. Hillman

Executive Vice President
President Phoenix Life Solutions
and President and CEC
Philadetphia Financial Group
Peter A. Hofmann, CFA

Senior Executive Vice President
and Chief Financial Officer
John V. LaGrasse, FLMI
Executive Vice President and
Chief Information Officer

SENIOR VICE PRESIDENTS'

Bonnie J. Malley

Executive Vice President
Human Resources, Corporate
and Marketing Communications
and Corporate Services

Philip K. Polkinghorn, FSA
Senior Executive Vice President
and President

Life and Annuity

Tracy L. Rich, Esq., LLM
Executive Vice President
General Counsel and Secretary
James D. Wehr

Senior Executive Vice President
and Chief Investment Officer

Lisa-Lynn Basst
Senior Vice President
State Farm Services
Life and Annuity

Thomas M. Buckingham, FSA
Senior Vice President

Product Development

Life and Annuity

Katherine P. Cody, CPA
Senior Vice President
Alternative Products
Life and Annuity

Nancy G. Curtiss
Senior Vice President
Operations

Asset Management

Michele U. Farley

Senior Vice President
Corporate and Marketing
Communications

Frank T. Gencarelli
Senior Vice President
Phoenix Life Solutions
Life and Annuity

Stephen D. Gresham
Senior Vice President
Product Development
and Marketing

Asset Management

Robert G. Lautensack Jr., FSA
Senior Vice President and
Chief Risk Officer

J. Steve Neamtz
Senior Vice President
Retail Distribution
Asset Management

SHAREHOLDER INFORMATION

Gina Collopy O'Connell, CLU,
FSA, MAAA, ChFC

Senior Vice President Inforce
Management and Planning
Life and Annuity

David R. Pellerin, CPA
Senior Vice President and
Chief Accounting Officer

Zafar Rashid, FSA, MAAA
Senior Vice President
Life and Annuity Financial

John F. Sharry

Senior Vice President
Business Development
Alternative Products
Life and Annuity

Cynthia K. Swank
Senior Vice President
Center for Operational Excellence

Christopher M. Wilkos, CFA
Senior Vice President
Corperate Portfolio Management

Deborah M. Zawisza
Senior Vice President and
Chief Technolegy Officer
Information Technology

Walter H. Zultowski, Ph.D.
Senior Vice President
Research and Concept
Development

Life and Annuity

'As of February 29, 2008

Security Listings

The commeon stock of The Phoenix Companies. Inc. is traded on the
New York Stock Exchange (NYSE) under the symbal “PNX." Our
7.45 percent bonds are traded on the NYSE under the symbol “PFX."

Transfer Agent and Registrar

For information or'‘assistance regarding your account, please contact

our transfer agent and registrar.
BNY Mellon Shareowner Services
PO. Box 358015

Pittsburgh, PA 15258

Toll free: 1-800-490-4258

E-mail: shrrelations@bnymellon.com

Welb: www.bnymellon.com/shareowner/isd

Other Information

The company submitted, in 2007, to the New York Steck Exchange a
certificate of the Chief Executive Officer of the company certifying that
she is not aware of any violation by the company of New York Stock
Exchange corporate governance listing standards.

The company has included as Exhibits 31 and 32 to its Annual Report
on Form 10-K for fiscal year 2007 filed with tha Securities and
Exchange Commission certificates of the Chief Executive Officer and
Chief Financial Officer of the company certifying the guality of the
company’s public disclosure.

For More Information

Te see our Code of Conduct, Board of Directors Corporate Governance
Principles, Director Independence Standards, Shareholder Communication
Procedures, and the composition and charters of certain of our Board
committees, please go to our Web site at phoenixwm.com, in the

Investor Relations section.

To receive additional informaticon, including financial supplements and
Securities and Exchange Commission filings along with access to other
shareholder services, visit the Investor Relations section on cur Web site
at phoenixwm.com or contact our investor Relaticns Department at:

Investor Relations, The Phoenix Companies, Inc.

One American Row
PO, Box 5056
Hartford, CT 06102-5056

Phone: 1-860-403-7100
Fax: +860-403-7880
E-mail: pnx.ir@phoenixwm.com

For more information on our products and services, call your Phoenix
representative or visit our Web site at phoenixwm.com,
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the Phoenix Companies, Inc. Asset management provided by Phoenix Investment Partners, Ltd, through its subsidiarie
One American Row, P.O. Box 5056 Mutual funds and variable products distributed by Phoenix Equity Planning Corporatio
artford, Connecticut 06102-5056 USA Hartford, CT. Insurance and Annuities issued by Phoenix Life Insurance Compa
(Statutory Office: East Greenbush, NY} and its insurance subsidiaries, Members of T

phoenixwm.com ani it
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